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FISCAL  YEAR  1990  BUDGET  ISSUES  RELATING 
TO  PAYMENT  FOR  OUTPATIENT  HOSPITAL 
SURGERY  UNDER  PART  B  OF  THE  MEDICARE 
PROGRAM 


MONDAY,  APRIL  10,  1989 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  the  call  of  the  Chair,  at  1 
p.m.,  in  room  1100,  Longworth  House  Office  Building,  Hon.  Fortney 
Pete  Stark  (chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #9 

THURSDAY,   MARCH  23,    1989  SUBCOMMITTEE-  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG, 
WASHINGTON,   D.C.  20515 
TELEPHONE:    (202)  225-7785 


THE  HONORABLE  FORTNEY  PETE  STARK   (D. ,   CALIF.),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  A  HEARING  ON  FISCAL  YEAR  1990  BUDGET  ISSUES  RELATING  TO 
PAYMENT  FOR  OUTPATIENT  HOSPITAL  SURGERY  UNDER 
PART  B  OF  THE  MEDICARE  PROGRAM 


The  Honorable  Fortney  (Pete)   Stark  (D. ,  Calif.),  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  announced  today  that  the  Subcommittee  will  hold  a 
hearing  on  fiscal  year  1990  budget  issues  relating  to  payment  for 
outpatient  hospital  surgery  under  Part  B  of  the  Medicare  program. 
The  hearing  will  be  held  on  Monday,  April  10,   1989,  beginning  at 
1:00  p.m.,   in  the  main  Committee  hearing  room,   1100  Longworth  House 
Office  Building. 

In  announcing  the  hearing,  Mr.  Stark  said,   "Payment  for 
outpatient  care  is  the  fastest  growing  part  of  the  Medicare  program 
and  it  dertands  our  scrutiny." 

Oral  testimony  will  be  heard  from  invited  witnesses  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 

BACKGROUND 

Since  the  passage  of  the  Omnibus  Reconciliation  Act  of  1986 
(OBRA  '86),  payment  for  ambulatory  surgery  performed  in  hospitals 
has  been  linked  to  a  rate  based  on  costs  of  surgery  at  free- 
standing ambulatory  surgery  centers  (ASCs) .     Payment  is  made  at  the 
lower  of  the  hospital's  costs  or  charges,  or  a  blended  rate  based 
50  percent  on  the  ASC  rate  and  50  percent  on  the  hospital's  costs 
or  charges.     Eye  and  ear  specialty  hospitals  are  paid  based  upon  a 
25  percent  ASC  rate  and  75  percent  hospital-specific  rate. 

The  Prospective  Payment  Assessment  Commission  (ProPAC)  will 
release  its  report  on  payment  for  outpatient  hospital  surgery  on 
April  1,   1989.     Testimony  will  also  be  presented  based  on  new 
reports  on  outpatient  surgery  by  the  Office  on  Technology 
Assessment,  the  General  Accounting  Office,  and  the  Inspector 
General  of  the  Department  of  Health  and  Human  Services. 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS: 

For  those  who  wish  to  file  a  written  statement  for  the  printed 
record  of  the  hearing,  six  (6)   copies  are  reguired  and  must  be 
submitted  by  the  close  of  business  on  Friday,  April  21,   1989,  to 
Robert  J.  Leonard,  Chief  Counsel,  Committee  on  Ways  and  Means,  U.S. 
House  of  Representatives,   1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515.     An  additional  supply  of  statements  may  be 
furnished  for  distribution  to  the  press  and  public  if  supplied  to 
the  Subcommittee  office,   1114  Longworth  House  Office  Building, 
before  the  hearing  begins. 
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SEE  FORMATTING  REQUIREMENTS  BELOW; 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  net  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  ana 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  yvhom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  ma>  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 


***** 
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Chairman  Stark.  Today  the  Subcommittee  on  Health  continues 
its  series  of  hearings  on  fiscal  year  1990  budget  issues  with  a  dis- 
cussion of  payments  for  outpatient  hospital  surgery  under  part  B  of 
the  Medicare  Program. 

Payments  for  outpatient  services  constitute  one  of  the  fastest 
growing  portions  of  the  Medicare  Program.  These  payments  have 
been  increasing  at  over  17  percent  per  year  prior  to  1983  and  have 
been  increasing  at  over  19  percent  per  year  since. 

As  a  result,  outpatient  expenditures  grew  from  7.6  percent  of 
total  Medicare  expenditures  in  1980  to  over  12  percent  in  1988.  Ap- 
proximately 28  percent  of  these  payments  relate  to  surgery. 

While  the  program  of  payments  for  outpatient  services  has  been 
experiencing  explosive  growth,  the  payment  system  under  part  B 
for  outpatient  services  has  been  extensively  modified  in  order  to 
contain  costs  and  to  create  incentives  to  improve  efficiency. 

Unfortunately,  these  modifications  have  occurred  in  a  piecemeal 
fashion.  This  has  led  to  a  situation  in  which  several  different  pay- 
ment methods  presently  apply  to  outpatient  services.  We  continue 
to  search  for  a  more  comprehensive  solution. 

In  the  area  of  ambulatory  surgery,  a  number  of  specific  problems 
require  our  attention.  Freestanding  ambulatory  surgery  centers 
and  hospital  outpatient  surgery  are  paid  based  on  different  rates. 
Some  have  suggested  that  we  need  to  assess  the  equity  of  the  cur- 
rent policy.  At  the  same  time,  the  existing  methodology  exerts  a 
fair  amount  of  pressure  on  hospitals  to  lower  their  costs  and  thus 
may  already  be  achieving  our  basic  goals.  I  look  forward  to  hearing 
from  our  witnesses  in  this  regard. 

We  will  also  hear  today  about  postoperative  treatment  for  cata- 
ract surgery  patients.  We  are  particularly  fortunate  to  hear  from 
ine  Office  of  Technology  Assessment  and  the  Office  of  the  Inspector 
General  of  the  Department  of  Health  and  Human  Services  in  this 
regard.  I  hope  that  they  can  shed  some  light  on  what  has  been  a 
rather  contentious  issue  over  the  years. 

I  would  also  ask  that  when  the  witnesses  from  the  administra- 
tion come  to  the  witness  table,  they  take  a  moment  to  introduce 
distinguished  guests  from  Great  Britain. 

Mr.  Gradison. 

Mr.  Gradison.  Thank  you  very  much.  I  look  forward,  as  you  do, 
to  the  testimony  we  will  receive  today. 

As  we  get  started,  I  do  want  to  thank  you  very  much  for  your 
willingness  to  include  in  the  witness  list  today  some  of  the  sugges- 
tions or  all  of  the  suggestions  which  have  come  from  our  side  of  the 
aisle.  Thank  you. 

Chairman  Stark.  If  there  are  no  other  opening  statements,  we 
will  call  the  first  panel  comprised  of  Dr.  J.B.  Silvers,  director  of  the 
Health  Systems  Management  Center  at  the  Case  Western  Universi- 
ty in  Cleveland  representing  the  Prospective  Payment  Assessment 
Commission  and  Michael  Zimmerman,  the  Director  of  Medicare 
and  Medicaid  Issues  for  the  General  Accounting  Office. 

Gentlemen,  your  prepared  statements,  as  with  all  the  prepared 
statements  of  all  the  witnesses  today,  will  appear  in  the  record  in 
their  entirety.  You  are  welcome  to  enlighten  us  in  any  manner  in 
which  you  are  comfortable. 

Dr.  Silvers. 
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STATEMENT  OF  J.B.  SILVERS,  PH.D.,  MEMBER,  PROSPECTIVE 
PAYMENT  ASSESSMENT  COMMISSION  [ProPAC],  AND  CODIREC- 
TOR,  HEALTH  SYSTEMS  MANAGEMENT  CENTER,  CASE  WEST- 
ERN UNIVERSITY,  CLEVELAND,  OH,  ACCOMPANIED  BY 
DONALD  A.  YOUNG,  M.D.,  EXECUTIVE  DIRECTOR,  ProPAC 

Mr.  Silvers.  Thank  you  very  much.  I  am,  as  you  said,  J.B.  Sil- 
vers, a  member  of  the  Prospective  Payment  Assessment  Commis- 
sion [ProPAC].  I  am  accompanied  by  Donald  A.  Young,  M.D.,  Exec- 
utive Director  of  the  Commission.  We  appreciate  the  opportunity  to 
testify  on  behalf  of  the  Commission  this  afternoon. 

As  you  are  aware,  ProPAC  is  an  independent  agency  established 
to  advise  Congress  and  the  Secretary  of  Health  and  Human  Serv- 
ices on  Medicare's  inpatient  hospital  prospective  payment  system. 
Last  year,  Congress  expanded  ProPAC's  mandate  to  include  Medi- 
care payment  for  hospital  outpatient  services.  Specifically,  OBRA 
1987  requires  the  Secretary  to  solicit  the  Commission's  views  on  a 
prospective  pajmient  system  for  hospital  outpatient  surgery  by 
April  1,  1989,  and  on  a  model  system  for  payment  of  other  hospital 
outpatient  services  by  January  1991.  I  am  submitting  for  the  hear- 
ing record  a  copy  of  our  April  1,  1989,  report  entitled  ''Medicare 
Payment  for  Hospital  Outpatient  Surgery:  The  Views  of  the  Pro- 
spective Payment  Assessment  Commission."  I  am  here  today  to 
highlight  the  contents  of  this  report  and  to  discuss  the  Commis- 
sion's recommendations  for  fiscal  year  1990. 

As  you  have  indicated,  there  are  a  whole  variety  of  issues  related 
to  medical  technology  and  practice,  which  have  led  to  major 
changes  in  outpatient  care,  and  that  is  the  essence  of  what  we  are 
concerned  about,  both  the  effect  for  Medicare  and  the  greater  need 
for  control  in  the  Medicare  Program. 

We  are  recommending  an  interim  payment  approach  for  outpa- 
tient surgery,  thereby  providing  more  time  to  examine  this  issue  in 
the  broader  context  of  overall  outpatient  payment  reform.  The 
Commission  believes  that  its  recommendations  are  an  improvement 
oyer  current  policy  and  should  be  adopted  until  a  more  comprehen- 
sive outpatient  payment  approach  can  be  developed  and  imple- 
mented. 

I  will  try  to  briefly  describe  the  trends  which  you  mentioned 
before,  and  to  discuss  the  analysis  that  ProPAC  has  done  in  this 
matter,  and,  third,  to  highlight  the  Commission's  recommendations 
which  you  have  in  their  entirety. 

As  I  said,  changes  in  technology  and  practice  patterns  are  behind 
a  number  of  these  issues  and  that  has  led  to  the  possibility  for  hos- 
pitals to  enhance  their  financial  status.  Major  shifts  in  treatment 
have  occurred  with  the  result  that  Medicare  inpatient  expenditures 
have  gone  up  3  percent,  while  outpatient  expenditures  have  gone 
up  19  percent.  So  we  obviously  have  an  issue. 

The  question  is  how  much  has  been  the  result  of  Medicare  policy 
and  what  should  be  changed  about  it,  particularly  considering  the 
OBRA  changes  in  1984  through  1987.  Rather  than  going  through 
the  detailed  summary  of  how  that  works,  let  me  quickly  summarize 
that  the  payment  for  outpatient  surgery  is  composed  of  a  50-50 
blend  of  ASC  rates  and  reasonable  cost  or  charges  at  the  hospital 
level. 


As  you  know,  ambulatory  surgery  reimbursement  is  moving  from 
four  groups  to  six  groups  fairly  soon.  There  are  some  special  issues 
on  payment  for  eye  and  ear  hospitals  which  I  will  comment  on  as 
well.  Let  me  talk  about  ProPAC's  analysis  of  surgery  cost  data. 

The  most  important  thing,  perhaps,  is  the  ASC  payment  rates 
are  on  average  30  percent  less  than  hospital  OPD  cost  per  case. 
The  50-50  blends  averages  19  percent  less  reimbursement  for 
ASC's  than  for  OPD  cases  as  a  result.  The  payment  difference  is 
greatest  in  the  ASC  payment  groups  with  higher  rates,  which  are 
dominated  by  cataract  surgery.  Costs  per  case  vary  by  hospital 
group,  but  the  area  wage  adjustment  is  effective  in  narrowing  cost- 
payment  differences  across  hospitals. 

Cataract  procedures  account  for  the  largest  share  of  hospital  out- 
patient surgery  costs,  nearly  28  percent  of  ambulatory  surgery  bills 
and  over  50  percent  of  ambulatory  surgery  costs.  Eye  and  ear  speci- 
ality hospitals  have  a  different  distribution  of  cases  than  other  hos- 
pitals, with  a  much  higher  proportion  of  cataract  procedures,  there- 
fore necessitating  special  concern  about  those. 

The  question  is,  How  does  the  cost  process  work  in  relationship 
to  this  payment?  Let  me  talk  for  a  minute  about  this,  because  I 
think  it  is  technical,  but  important. 

This  is  the  relationship  between  hospital  payments  for  ambulato- 
ry surgery,  including  cataract  surgery,  and  hospital  charging  be- 
havior. The  concern  I  would  like  to  address  is  the  ability  of  hospi- 
tals to  affect  their  payments  by  manipulating  charges. 

A  portion  of  the  payment  for  ambulatory  surgery  in  hospital 
OPD's  under  current  law,  as  well  as  with  ProPAC's  recommended 
changes,  is  based  on  hospital-specific  costs.  In  addition,  the  analy- 
ses upon  which  our  recommendations  are  based  used  hospital  costs. 
It  is  therefore  important  to  understand  how  costs  and  payments 
are  determined.  Medicare  payments  to  hospitals  are  calculated 
using  the  ratio  of  a  hospital's  costs  to  its  total  charges  for  each  de- 
partment. ProPAC  uses  this  departmental  ratio  of  costs  to  charges, 
called  RCC,  in  much  of  our  work  related  to  PPS,  as  well  as  our  pro- 
posed ambulatory  surgery  payment  system. 

We  have  observed  significant  variations  in  charging  behavior 
among  hospitals.  Using  hospital-specific  department-level  RCC's 
helps  to  control  for  the  variation  and  reduce  the  manipulation  of 
payments  through  charging  practices.  For  example,  while  the  total 
RCC  for  given  hospital  may  be  0.55,  its  RCC  for  the  operating  room 
[OR]  is  0.73  and  for  its  pharmacy  0.45. 

This  means  that  if  the  charge  for  both  types  of  services  is  $100, 
the  cost  used  in  calculating  payments  for  the  OR  would  be  $73  and 
the  cost  for  the  pharmacy  would  be  $45.  In  fact,  ProPAC  analysis 
indicates  that  this  pattern  of  RCC  differences  occurs  across  the  in- 
dustry. 

For  example,  10  percent  of  hospitals  have  RCC's  for  pharmacy 
and  supplies  of  0.25  or  less.  A  charge  of  $100,  therefore,  would 
result  in  costs  calculated  for  payment  purposes  of  $25  or  less  for 
these  hospitals. 

Hospitals  indeed  have  very  high  markups  for  supply  and  phar- 
macy services.  But  they  have  not  been  paid  these  marked-up  prices 
in  the  past  and  will  not  be  paid  for  them  under  ProPAC's  recom- 
mendations. 
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We  are  comfortable  that  the  approach  of  using  hospital  depart- 
mental RCC's  will  control  for  much  of  the  variation  in  hospital 
charging  behavior.  A  much  better  approach,  of  course,  would  be  to 
use  procedure-specific  RCC's.  The  data  necessary  to  use  this  ap- 
proach, however,  are  not  available.  Since  we  do  not  have  proce- 
dure-specific data,  we  cannot  tell  with  certainty  if  hospitals  have 
manipulated  their  charge  structures  specifically  for  cataract  sur- 
gery or  other  target  procedures,  but  not  for  other  surgery. 

In  summary,  Mr.  Chairman,  while  we  do  not  have  a  perfect 
measure  of  the  true  costs  of  hospital  ambulatory  surgery,  we  be- 
lieve that  our  analytic  approach  is  a  sound  one  and  consistent  with 
Medicare's  cost  finding  methods.  Further,  it  goes  a  long  way  in  cor- 
recting the  distortions  in  payment  which  result  from  variations  in 
hospital  charging  behavior  that  we,  GAO,  and  others  have  recog- 
nized. 

In  developing  its  recommendations  on  hospital  outpatient  sur- 
gery, the  Commission  explored  several  payment  issues.  The  major 
components  of  ProPAC's  recommendation  are  as  follows:  Payment 
for  hospital  outpatient  surgery  should  be  entirely  prospective;  the 
prospective  rate  should  include  a  capital  component;  separate  rates 
should  be  established  for  each  of  the  six  groups  of  surgical  proce- 
dures proposed  for  payment  of  services  furnished  in  ASC's;  pay- 
ment rates  should  be  based  on  an  equal  blend  of  hospital-specific 
costs,  average  hospital  costs,  and  the  rate  paid  to  ASC's;  and  pay- 
ments should  be  adjusted  for  differences  in  area  wages. 

In  addition,  we  recommend  that:  Beneficiary  part  B  coinsurance 
for  hospital  outpatient  surgery  should  be  limited  to  20  percent  of 
the  Medicare  allowed  payment  amount;  and  differential  treatment 
of  eye  and  ear  specialty  hospitals  should  be  discontinued. 

I  would  now  like  to  elaborate  on  each  of  these  elements  of  our 
recommendation  and  provide  for  you  the  commission's  rationale  for 
selecting  this  approach. 

PROSPECTIVE  RATES 

A  payment  system  based  on  a  prospective  rate  gives  hospitals  the 
opportunity  to  earn  a  profit  or  risk  a  loss,  thereby  enhancing  in- 
centives to  reduce  the  costs  of  ambulatory  surgery.  This  is  an  im- 
provement over  the  current  'lesser  of  payment  policy,  which  does 
not  provide  hospitals  with  the  opportunity  for  a  profit  and,  there- 
fore, further  increases  in  efficiency. 

In  addition,  a  prospective  rate,  updated  annually  in  a  manner 
similar  to  that  for  PPS,  allows  for  future  control  in  the  growth  of 
Medicare  payments  per  case. 

Consideration  for  capital  costs  should  be  included  in  the  hospital- 
specific  and  average  hospital  rates  specified  above.  Future  payment 
updates  should  reflect  this  capital  component.  Currently,  hospitals 
are  reimbursed  for  50  percent  of  their  actual  capital  costs  related 
to  outpatient  surgery  under  the  blended  rate  method.  The  current 
inpatient  discount  does  not  apply — a  reduction  of  15  percent.  The 
ASC  rates  already  include  capital. 

Including  capital  in  the  prospective  rate  serves  two  purposes. 
First,  hospitals  have  less  incentive  to  shift  capital  costs  into  the 
outpatient  area  where  they  continue  to  be  fully  reimbursed. 
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Second,  prospective  capital  payment  for  hospital  outpatient  surgery 
is  consistent  with  preexisting  ASC  payment  policy,  where  the  rate 
includes  a  capital  component. 

PAYMENT  GROUPS 

The  Commission  recommends  that  the  proposed  six  ASC  pay- 
ment groups  be  used  to  classify  ambulatory  surgery  patients  for 
hospital  payment  purposes.  ProPAC  believes  that  further  bundling 
of  outpatient  services  is  desirable,  and  we  will  continue  to  analyze 
ways  to  accomplish  this  in  the  future.  For  the  present,  however, 
the  proposed  six  groups  represent  the  most  feasible  interim  ap- 
proach. 

PAYMENT  COMPONENTS 

Basing  payment  on  three  amounts — hospital-specific  costs,  aver- 
age hospital  costs,  and  the  ASC  payment  rates — attempts  to  ac- 
count, in  part,  for  the  higher  costs  of  OPD  surgery.  At  the  same 
time,  it  continues  to  put  pressure  on  hospitals  to  lower  their  costs 
closer  to  the  ASC  payment  rates. 

There  are  many  factors  that  are  not  well  understood  that  con- 
tribute to  higher  costs  to  OPD's  versus  ASC's,  as  well  to  variation 
among  individual  hospitals.  Among  them  are  patient  severity,  effi- 
ciency, maintaining  standby  capacity,  overhead  allocation  methods, 
uncompensated  care,  teaching  activity,  capacity  utilization,  billing 
and  coding  practices,  and  bundling  of  services.  Basing  payment 
partly  on  hospital-specific  cost  experience  recognizes  cost  differ- 
ences across  individual  hospitals.  The  average  hospital  payment 
portion  reflects  differences  between  OPD  costs  and  ASC  payment 
rates. 

ProPAC  believes  that  the  overall  level  of  payments  should  not 
change  under  its  proposal.  The  payment  rates,  therefore,  should  be 
set  so  that  total  payments  to  hospitals  in  fiscal  year  1990  do  not 
exceed  what  payments  would  be  under  the  current  policy. 

PAYMENT  ADJUSTMENTS 

The  average  hospital  and  ASC  payment  components  should  be 
adjusted  to  reflect  differences  in  area  wages.  ProPAC  analysis  indi- 
cates that  this  adjustment  is  effective  in  narrowing  the  difference 
between  costs  and  Medicare  payments  across  hospital  groups.  Fur- 
ther, analysis  by  others  indicates  that  area  wage  differences  ac- 
count for  a  large  share  of  the  differences  in  costs  for  hospital  out- 
patient surgery  across  regions.  ProPAC  is  not  recommending  addi- 
tional adjustments  at  this  time.  Further  study  is  necessary  to  un- 
derstand factors  contributing  to  cost  variations  across  hospitals. 

BENEFICIARY  LIABILITY  FOR  HOSPITAL  OUTPATIENT  SURGERY 

Under  current  law,  beneficiary  liability  for  ambulatory  surgery 
differs  depending  on  site  of  care.  In  the  ASC,  coinsurance  is  equal 
to  20  percent  of  the  ASC  payment  rate  or  hospital  costs.  This  re- 
sults in  the  beneficiary  paying  more  than  20  percent  of  the  Medi- 
care allowed  payment  amount.  In  fact,  ProPAC  analysis  indicates 
that,  in  some  cases,  the  beneficiary  is  paying  more  than  35  percent 
of  the  allowed  amount. 
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In  our  view,  this  policy  unfairly  penalizes  the  beneficiary  who 
chooses  or  is  forced  to  seek  care  in  an  OPD.  In  fact,  current  policy 
provides  a  disincentive  for  the  beneficiary  to  seek  outpatient  surgi- 
cal services  in  an  OPD  because  the  coinsurance  amount  is  substan- 
tially higher  than  that  of  ASC's.  ProPAC  believes,  therefore,  that 
legislation  should  be  adopted  to  eliminate  this  discriminatory  pric- 
ing policy  and  reduce  the  burden  on  beneficiaries  that  use  OPD 
care. 

The  Commission  realizes  that  this  policy  will  increase  Medicare 
expenditures.  However,  we  believe  that  the  Medicare  Program 
should  assume  responsibility  for  80  percent  of  the  pa3anent 
amount.  If  such  an  increase  in  expenditures  is  unacceptable,  there 
are  other  less  discriminatory  ways  of  reducing  Medicare  payments. 

EYE  AND  EAR  SPECIALTY  HOSPITALS 

The  Commission  recommends  that  eye  and  ear  specialty  hospi- 
tals be  paid  on  the  same  basis  as  other  hospitals.  We  acknowledge 
that  eye  and  ear  hospitals  may  be  vulnerable  to  financial  losses  for 
reasons  other  than  Medicare  pajnnent  policy.  These  include  greater 
reliance  on  outpatient  services  revenues  and  more  cases  in  higher 
loss  payment  groups.  Nevertheless,  the  Commission  believes  that 
these  differences  should  not  be  accounted  for  in  the  payment 
system.  First,  our  recommended  payment  approach  would  not 
result  in  a  major  change  from  current  policy  for  these  hospitals. 
Second,  because  eye  and  ear  specialty  hospitals  concentrate  a  high 
volume  of  cases  in  a  few  procedures,  ProPAC  believes  that  they 
may  attain  economies  of  scale  which  other  hospitals  cannot 
achieve. 

IMPACT  OF  THE  COMMISSION'S  RECOMMENDATIONS 

Under  ProPAC's  proposal,  differences  between  costs  and  payments 
would  be  more  equally  distributed  across  the  ASC  payment  groups, 
compared  to  current  law.  For  example,  the  difference  between  per- 
case  costs  and  payments  would  be  less  in  the  higher  payment  groups, 
while  differences  would  be  slightly  greater  in  the  lower  payment 
groups. 

Cost/ payment  differences  would  increase  for  extremely  high  or 
low  cost  cases.  Specifically,  under  our  recommendation,  differences 
between  hospitals'  costs  and  payments  increase  at  the  10th  and 
90th  percentiles,  compared  to  current  law.  These  results  can  be  at- 
tributed to  the  use  of  the  average  hospital  payment  portion. 

Finally,  our  recommended  approach  places  less  emphasis  on  pay- 
ment being  tied  to  specific  hospital  costs  and  charges  than  does 
current  policy.  Thus,  aberrations  due  to  individual  hospital  charg- 
ing behavior,  as  I  discussed  previously,  will  be  reduced. 

SUMMARY 

ProPAC's  recommended  approach  provides  hospitals  with  signifi- 
cant financial  incentives  to  reduce  their  costs  for  outpatient  sur- 
gery. At  the  same  time,  it  recognizes  that  substantial  differences 
exist  between  OPD  costs  and  the  ASC  payment  rates.  More  study  is 
needed  to  understand  reasons  for  these  differences. 
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The  Commission  believes  that  an  incremental  strategy  provides 
more  time  to  study  ambulatory  surgery  in  the  context  of  overall 
outpatient  payment  reform.  To  this  end,  ProPAC  has  developed  a 
conceptual  framework  and  guidelines  for  examining  this  longer 
term  issue,  which  I  would  recommend  to  the  committee.  This  will 
form  the  basis  we  hope  to  use  to  move  to  a  full-scale  outpatient 
surgery  prospective  system. 

We  do  look  forward  to  working  with  the  Congress  and  the  Secre- 
tary on  the  continuing  need  for  analysis  and  payment  reform  in 
the  Medicare  Program  in  future  years. 

I  would  be  pleased  to  answer  any  questions  you  or  the  members 
of  the  subcommittee  may  have  at  this  time,  Mr.  Chairman. 

[The  statement  of  Mr.  Silvers  follows:] 


11 


STATEMENT  OF  J.B.    SILVERS,    PROSPECTIVE  PAYMENT  ASSESSMENT  COMMISSION 

Good  afternoon,  Mr.  Chairman.  I  am  J.  B.  Silvers,  Ph.D.,  a  member  of  the  Prospective 
Payment  Assessment  Commission  (ProPAC).  I  am  accompanied  by  Donald  A.  Young, 
M.D.,  Executive  Director  of  the  Commission.  We  appreciate  the  opportunity  to  testify 
on  behalf  of  the  Commission  this  afternoon. 

As  you  are  aware,  ProPAC  is  an  independent  agency  established  to  advise  Congress  and 
the  Secretary  of  Health  and  Human  Services  on  Medicare's  inpatient  hospital 
prospective  payment  system.  Last  year.  Congress  expanded  ProPAC's  mandate  to 
include  Medicare  payment  for  hospital  outpatient  services.  Specifically,  OBRA  1987 
requires  the  Secretary  to  sohcit  the  Commission's  views  on  a  prospective  payment  system 
for  hospital  outpatient  surgery  by  April  1,  1989  and  on  a  model  system  for  payment  of 
other  hospital  outpatient  services  by  January  1991.  I  am  submitting  for  the  hearing 
record  a  copy  of  our  April  1,  1989  report  entitled  Medicare  Payment  for  Hospital 
Outpatient  Surgery:  The  Views  of  the  Prospective  Payment  Assessment  Commission.  I  am 
here  today  to  highlight  the  contents  of  this  report  and  to  discuss  the  Commission's 
recommendations  for  fiscal  year  1990. 

For  several  years,  we  have  been  concerned  about  the  role  Medicare  payment  policy  has 
had  in  the  unprecedented  rate  of  growth  in  the  delivery  of  care  in  outpatient  settings. 
Advances  in  medical  technology  and  practice  patterns  have  enabled  providers  to  shift 
care  to  alternative  settings,  including  hospital  outpatient  departments  (OPDs), 
freestanding  ambulatory  surgery  centers  (ASCs)  and  clinics,  and  physicians'  offices. 
Constraints  in  third  party  payment  for  inpatient  services  and  expanded  coverage  in 
ambulatory  settings  have  contributed  to  this  growth  as  well.  Movement  of  care  to  the 
outpatient  setting,  away  from  a  more  intensive  treatment  environment,  has  potential 
positive  effects  for  Medicare  patients.  On  the  other  hand,  ProPAC  recognizes  the  need 
for  greater  control  of  Medicare  outpatient  expenditures  and  we  believe  that  our 
recommended  changes  in  hospital  outpatient  surgery  payment  policy  are  a  step  in 
achieving  this  goal. 

We  recommend  an  interim  payment  approach  for  hospital  outpatient  surgery,  thereby 
providing  more  time  to  examine  this  issue  in  the  broader  context  of  overall  outpatient 
payment  reform.  The  Commission  beheves  that  its  recommendations  are  an 
improvement  over  current  policy  and  should  be  adopted  until  a  more  comprehensive 
outpatient  payment  approach  can  be  developed  and  implemented. 

My  testimony  will  cover  three  major  areas.  First,  I  will  briefly  describe  recent  trends  in 
outpatient  services  delivery  and  current  Medicare  payment  policy  for  outpatient  surgery. 
Next,  I  will  discuss  results  of  ProPAC's  analysis  of  hospital  outpatient  surgery  costs. 
Finally,  I  conclude  with  highlights  of  the  Commission's  recommendations  on  Medicare 
payment  policy  for  hospital  outpatient  surgery. 


THE  EMERGENCE  OF  OUTPATIENT  SURGERY  AND  SERVICES  IN  THE  HEALTH 
CARE  INDUSTRY 

As  I  indicated,  advances  in  technology  and  practice  pattern  changes  have  resulted  in 
large  shifts  in  site  of  service  delivery  during  the  1980s.  As  utilization  of  inpatient  care 
diminished  and  hospital  occupancy  rates  declined,  hospitals  looked  to  outpatient  service 
delivery  as  a  way  to  improve  their  financial  status.  The  most  dramatic  growth  occurred 
with  hospitals  offering  ambulatory  surgery.  By  1986,  almost  87  percent  of  hospitals 
provided  surgery  in  the  outpatient  setting,  compared  with  65  percent  in  1980.  Further, 
the  number  of  freestanding  ambulatory  surgery  centers  has  increased  nearly  three-fold 
since  1983. 

Changes  in  Medicare  expenditures  reflect  this  increased  emphasis  on  outpatient  service 
delivery,  combined  with  low  rates  of  growth  in  inpatient  spending  under  PPS.  Between 
1984  and  1987,  Medicare  inpatient  expenditures  increased  at  an  average  annual  rate  of 
about  three  percent,  whereas  outpatient  hospital  expenditures  increased  about  19 
percent  a  year  for  the  same  period.  About  one  quarter  of  hospital  outpatient  charges 
related  to  surgical  procedures  in  1986. 

Greater  emphasis  on  outpatient  service  delivery  has  been  associated  with  rapid  change 
in  Medicare  outpatient  payment  policy.  Specific  to  surgery,  legislative  changes  in  OBRA 
1986  and  1987  modified  the  payment  method  for  surgery  performed  in  hospital 
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outpatient  departments.  These  changes  Hnk  hospital  payments  for  outpatient  surgery  to 
the  prospective  method  and  amounts  already  established  for  ASCs. 

Medicare  payment  for  surgery  in  OPDs  is  now  based  on  the  lesser  of  two  amounts:  (1) 
reasonable  costs  or  charges;  or  (2)  a  blend  of  reasonable  costs  or  charges  and  the  ASC 
payment  rate.  There  are  currently  four  ASC  payment  groups,  and  HCFA  has  proposed 
to  expand  these  to  six  groups.  Currently,  the  blended  rate  consists  of  50  percent  of  the 
hospital's  own  costs  and  50  percent  of  the  ASC  payment  rate.  For  certain  hospitals 
specializing  in  eye  and  ear  surgery,  the  blend  consists  of  75  percent  of  the  hospital's  own 
costs  and  25  percent  of  the  ASC  payment  rate.  The  ASC  payment  rates  are  adjusted  for 
differences  in  area  wages. 


RESULTS  OF  PROPAC's  ANALYSIS  OF  HOSPITAL  OUTPATIENT  SURGERY 
COSTS 

During  the  past  year,  we  have  devoted  significant  attention  and  staff  resources  to  the 
issue  of  Medicare  hospital  outpatient  surgery  payment  policy.  Much  of  this  effort 
focused  on  data  analysis  of  the  impact  of  current  policy  on  hospitals.  I  will  now 
summarize  the  major  findings  from  this  analysis. 

The  Financial  Effect  of  Current  Policy  on  Hospitals 

The  difference  between  OPD  costs  and  the  proposed  ASC  payment  rates  is  striking.  In 
general,  OPD  costs  per  case  for  surgery  exceed  both  the  ASC  payment  rates  and  the 
50/50  blended  rate.  The  ASC  payment  rates  are,  on  average,  38  percent  less  than  OPD 
costs  per  case.  The  50/50  blended  rate  averages  19  percent  less  than  OPD  costs  per 
case.  The  payment  difference  is  greatest  in  the  ASC  payment  groups  with  higher  rates, 
which  are  dominated  by  cataract  surgery.  Costs  per  case  vary  by  hospital  group,  but  the 
area  wage  adjustment  is  effective  in  narrowing  cost/payment  differences  across  hospitals. 

Cataract  Surgery 

Cataract  procedures  account  for  the  largest  share  of  hospital  outpatient  surgery  costs  -- 
nearly  28  percent  of  ambulatory  surgery  bills  and  over  50  percent  of  ambulatory  surgery 
costs.  Eye  and  ear  specialty  hospitals  have  a  different  distribution  of  cases  than  other 
hospitals,  with  a  much  higher  proportion  of  cataract  procedures  than  other  hospitals. 
But  their  costs  per  case  are  comparable  to  other  acute  care  hospitals  and  those  in  their 
peer  groups. 

The  Effect  of  Hospital  Charging  Practices  on  Medicare  Payments 

I  would  like  to  turn  now,  Mr.  Chairman,  to  a  very  technical  but  important  topic.  This  is 
the  relationship  between  hospital  payments  for  ambulatory  surgery,  including  cataract 
surgery,  and  hospital  charging  behavior.  The  concern  I  would  like  to  address  is  the 
ability  of  hospitals  to  affect  their  payments  by  manipulating  charges. 

A  portion  of  the  payment  for  ambulatory  surgery  in  hospital  OPDs  under  current  law,  as 
well  as  with  ProPAC's  recommended  changes,  is  based  on  hospital-specific  costs.  In 
addition,  the  analyses  upon  which  our  recommendations  are  based  used  hospital  costs. 
It  is  therefore  important  to  understand  how  costs  and  payments  are  determined. 
Medicare  payments  to  hospitals  are  calculated  using  the  ratio  of  a  hospital's  costs  to  its 
total  charges  for  each  department.  ProPAC  uses  this  departmental  ratio  of  costs  to 
charges,  called  RCC,  in  much  of  our  work  related  to  PPS  as  well  as  our  proposed 
ambulatory  surgery  payment  system. 

We  have  observed  significant  variations  in  charging  behavior  among  hospitals.  Using 
hospital-specific  department-level  RCCs  helps  to  control  for  the  variation  and  reduce  the 
manipulation  of  payments  through  charging  practices.  For  example,  while  the  total  RCC 
for  given  hospital  may  be  0.55,  its  RCC  for  the  operating  room  (OR)  is  0.73  and  for  its 
pharmacy  0.45.  This  means  that  if  the  charge  for  both  types  of  services  is  $100,  the  cost 
used  in  calculating  payments  for  the  OR  would  be  $73  and  the  cost  for  the  pharmacy 
would  be  $45.  In  fact,  ProPAC  analysis  indicates  that  this  pattern  of  RCC  differences 
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occurs  across  the  industry.  For  example,  10  percent  of  hospitals  have  RCCs  for 
pharmacy  and  suppUes  of  0.25  or  less.  A  charge  of  $100,  therefore,  would  result  in  costs 
calculated  for  payment  purposes  of  $25  or  less  for  these  hospitals. 

Hospitals  indeed  have  very  high  mark-ups  for  supply  and  pharmacy  services.  But  they 
have  not  been  paid  these  marked-up  prices  in  the  past  and  will  not  be  paid  for  them 
under  ProPAC's  recommendations. 

We  are  comfortable  that  the  approach  of  using  hospital  departmental  RCCs  will  control 
for  much  of  the  variation  in  hospital  charging  behavior.  A  much  better  approach,  of 
course,  would  be  to  use  procedure-specific  RCCs.  The  data  necessary  to  use  this 
approach,  however,  are  not  available.  Since  we  do  not  have  procedure-specific  data,  we 
cannot  tell  with  certainty  if  hospitals  have  manipulated  their  charge  structures 
specifically  for  cataract  surgery  or  other  target  procedures,  but  not  for  other  surgery. 

In  summary,  Mr.  Chairman,  while  we  do  not  have  a  perfect  measure  of  the  true  costs  of 
hospital  ambulatory  surgery,  we  believe  that  our  analytic  approach  is  a  sound  one  and 
consistent  with  Medicare's  cost  finding  methods.  Further,  it  goes  a  long  way  in 
correcting  the  distortions  in  payment  which  result  from  variations  in  hospital  charging 
behavior  that  we,  GAO,  and  others  have  recognized. 


PROPAC'S  RECOMMENDATION  FOR  MEDICARE  PAYMENT  OF  HOSPITAL 
OUTPATIENT  SURGERY 

In  developing  its  recommendafions  on  hospital  outpatient  surgery,  the  Commission 
explored  several  payment  issues.  The  major  components  of  ProPAC's  recommendation 
are  as  follows: 

o        Payment  for  hospital  outpatient  surgery  should  be  entirely  prospective; 

o        The  prospective  rate  should  include  a  capital  component; 

o        Separate  rates  should  be  established  for  each  of  the  six  groups  of  surgical 
procedures  proposed  for  payment  of  services  furnished  in  ASCs; 

o        Payment  rates  should  be  based  on  an  equal  blend  of  hospital-specific  costs, 
average  hospital  costs,  and  the  rate  paid  to  ASCs;  and 

o       Payments  should  be  adjusted  for  differences  in  area  wages. 

In  addition,  we  recommend  that: 

o        Beneficiary  Part  B  coinsurance  for  hospital  outpatient  surgery  should  be 
limited  to  20  percent  of  the  Medicare  allowed  payment  amount;  and 

o        Differential  treatment  of  eye  and  ear  specialty  hospitals  should  be  ' 
discontinued. 

I  would  now  like  to  elaborate  on  each  of  these  elements  of  our  recommendation  and 
provide  for  you  the  Commission's  rationale  for  selecting  this  approach. 

Prospective  Rates 

A  payment  system  based  on  a  prospective  rate  gives  hospitals  the  opportunity  to  earn  a 
profit  or  risk  a  loss,  thereby  enhancing  incentives  to  reduce  the  costs  of  ambulatory 
surgery.  This  is  an  improvement  over  the  current  "lesser  of  payment  policy,  which  does 
not  provide  hospitals  with  the  opportunity  for  a  profit  and,  therefore,  further  increases  in 
efficiency.  In  addition,  a  prospective  rate,  updated  annually  in  a  manner  similar  to  that 
for  PPS,  allows  for  future  control  in  the  growth  of  Medicare  payments  per  case. 

Consideration  for  capital  costs  should  be  included  in  the  hospital-specific  and  average 
hospital  rates  specified  above.  Future  payment  updates  should  reflect  this  capital 
component.  Currently,  hospitals  are  reimbursed  for  50  percent  of  their  actual  capital 
costs  related  to  outpafient  surgery  under  the  blended  rate  method.  The  current 
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inpatient  discount  does  not  apply  (a  reduction  of  15  percent).  The  ASC  rates  already 
include  capital. 

Including  capital  in  the  prospective  rate  serves  two  purposes.  First,  hospitals  have  less 
incentive  to  shift  capital  costs  into  the  outpatient  area  where  they  continue  to  be  fully 
reimbursed.  Second,  prospective  capital  payment  for  hospital  outpatient  surgery  is 
consistent  with  pre-existing  ASC  payment  policy,  where  the  rate  includes  a  capital 
component. 

Payment  Groups 

The  Commission  recommends  that  the  proposed  six  ASC  payment  groups  be  used  to 
classify  ambulatory  surgery  patients  for  hospital  payment  purposes.  ProPAC  believes 
that  further  bundling  of  outpatient  services  is  desirable,  and  we  will  continue  to  analyze 
ways  to  accomplish  this  in  the  future.  For  the  present,  however,  the  proposed  six  groups 
represent  the  most  feasible  interim  approach. 

Payment  Components 

Basing  payment  on  three  amounts  --  hospital-specific  costs,  average  hospital  costs,  and 
the  ASC  payment  rates  -  attempts  to  account,  in  part,  for  the  higher  costs  of  OPD 
surgery.  At  the  same  time,  it  continues  to  put  pressiu^e  on  hospitals  to  lower  their  costs 
closer  to  the  ASC  payment  rates. 

There  are  many  factors  that  are  not  well  understood  that  contribute  to  higher  costs  in 
OPDs  versus  ASCs,  as  well  to  variation  among  individual  hospitals.  Among  them  are 
patient  severity,  efficiency,  maintaining  standby  capacity,  overhead  allocation  methods, 
uncompensated  care,  teaching  activity,  capacity  utilization,  billing  and  coding  practices, 
and  bundling  of  services.  Basing  payment  partly  on  hospital-specific  cost  experience 
recognizes  cost  differences  across  individual  hospitals.  The  average  hospital  payment 
portion  reflects  differences  between  OPD  costs  and  ASC  payment  rates. 

ProPAC  believes  that  the  overall  level  of  payments  should  not  change  under  its 
proposal.  The  payment  rates,  therefore,  should  be  set  so  that  total  payments  to 
hospitals  in  fiscal  year  1990  do  not  exceed  what  payments  would  be  under  the  current 
policy. 

Payment  Adjustments 

The  average  hospital  and  ASC  payment  components  should  be  adjusted  to  reflect 
differences  in  area  wages.  ProPAC  analysis  indicates  that  this  adjustment  is  effective  in 
narrowing  the  difference  between  costs  and  Medicare  payments  across  hospital  groups. 
Further,  analysis  by  others  indicates  that  area  wage  differences  account  for  a  large  share 
of  the  differences  in  costs  for  hospital  outpatient  surgery  across  regions. 

ProPAC  is  not  recommending  additional  adjustments  at  this  time.  Further  study  is 
necessary  to  understand  factors  contributing  to  cost  variations  across  hospitals. 

Beneflciary  Liability  for  Hospital  Outpatient  Surgery 

Under  current  law,  beneficiary  liability  for  ambulatory  surgery  differs  depending  on  site 
of  care.  In  the  ASC,  coinsurance  is  equal  to  20  percent  of  the  ASC  payment  rate.  In 
the  OPD,  coinsurance  is  equal  to  20  percent  of  hospital  submitted  charges,  which  are 
typically  greater  than  either  the  ASC  payment  rate  or  hospital  costs.  This  results  in  the 
beneficiary  paying  more  than  20  percent  of  the  Medicare  allowed  payment  amount.  In 
fact,  ProPAC  analysis  indicates  that,  in  some  cases,  the  beneficiary  is  paying  more  than 
35  percent  of  the  allowed  amount. 

In  our  view,  this  policy  unfairly  penalizes  the  beneficiary  who  chooses  or  is  forced  to 
seek  care  in  an  OPD.  In  fact,  current  policy  provides  a  disincentive  for  the  beneficiary 
to  seek  outpatient  surgical  services  in  an  OPD  because  the  coinsurance  amount  is 
substantially  higher  than  that  of  ASCs.  ProPAC  believes,  therefore,  that  legislation 
should  be  adopted  to  eliminate  this  discriminatory  pricing  policy  and  reduce  the  burden 
on  beneficiaries  that  use  OPD  care. 
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The  Commission  realizes  that  this  policy  will  increase  Medicare  expenditures.  However, 
we  believe  that  the  Medicare  program  should  assume  responsibility  for  80  percent  of  the 
payment  amount.  If  such  an  increase  in  expenditures  is  unacceptable,  there  are  other 
less  discriminatory  ways  of  reducing  Medicare  payments. 

Eye  and  Ear  Specialty  Hospitals 

The  Commission  recommends  that  eye  and  ear  specialty  hospitals  be  paid  on  the  same 
basis  as  other  hospitals.  We  acknowledge  that  eye  and  ear  hospitals  may  be  vulnerable 
to  financial  losses  for  reasons  other  than  Medicare  payment  policy.    These  include 
greater  reUance  on  outpatient  services  revenues  and  more  cases  in  higher  loss  payment 
groups.  Nevertheless,  the  Commission  believes  that  these  differences  should  not  be 
accounted  for  in  the  payment  system.  First,  our  recommended  payment  approach  would 
not  result  in  a  major  change  from  current  policy  for  these  hospitals.  Second,  because 
eye  and  ear  specialty  hospitals  concentrate  a  high  volume  of  cases  in  a  few  procedures, 
ProPAC  believes  that  they  may  attain  economies  of  scale  which  other  hospitals  cannot 
achieve. 

Impact  of  the  Commission's  Recommendations 

Under  ProPAC's  proposal,  differences  between  costs  and  payments  would  be  more 
equally  distributed  across  the  ASC  payment  groups,  compared  to  current  law.  For 
example,  the  difference  between  per-case  costs  and  payments  would  be  less  in  the  higher 
payment  groups,  while  differences  would  be  slightly  greater  in  the  lower  payment  groups. 
Cost/payment  differences  would  increase  for  extremely  high  or  low  cost  cases. 
Specifically,  under  our  recommendation,  differences  between  hospitals'  costs  and 
payments  increase  at  the  10th  and  90th  percentiles,  compared  to  current  law.  These 
results  can  be  attributed  to  the  use  of  the  average  hospital  payment  portion. 

Finally,  our  recommended  approach  places  less  emphasis  on  payment  being  tied  to 
specific  hospital  costs  and  charges  than  does  current  policy.  Thus,  aberrations  due  to 
individual  hospital  charging  behavior,  as  I  discussed  previously,  will  be  reduced. 

SUMMARY 

ProPAC's  recommended  approach  provides  hospitals  with  significant  financial  incentives 
to  reduce  their  costs  for  outpatient  surgery.  At  the  same  time,  it  recognizes  that 
substantial  differences  exist  between  OPD  costs  and  the  ASC  payment  rates.  More 
study  is  needed  to  understand  reasons  for  these  differences. 

The  Commission  believes  that  an  incremental  strategy  provides  more  time  to  study 
ambulatory  surgery  in  the  context  of  overall  outpatient  payment  reform.  To  this  end, 
ProPAC  has  developed  a  conceptual  framework  and  guidelines  for  examining  this  longer 
term  issue.  We  look  forward  to  working  v^dth  the  Congress  and  the  Secretary  on  the 
continuing  need  for  analysis  and  payment  reform  in  the  Medicare  program  in  future 
years. 

I  would  be  pleased  to  answer  any  questions  you  or  the  members  of  the  Subcommittee 
may  have  at  this  time,  Mr.  Chairman. 
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Mr.  Moody  [presiding].  Thank  you  very  much.  Mr.  Chairman, 
any  questions? 
We  will  hear  the  other  witnesses.  Mr.  Zimmerman. 

STATEMENT  OF  MICHAEL  ZIMMERMAN,  U.S.  GENERAL  ACCOUNT- 
ING OFFICE,  DIRECTOR  OF  MEDICARE  AND  MEDICAID  ISSUES, 
HUMAN  RESOURCES  DIVISION,  ACCOMPANIED  BY  TERRY 
DAVIS,  FRANK  PASQUIER,  AND  PETER  J.  OSWALD 

Mr.  Zimmerman.  Let  me  begin  by  introducing  the  people  with 
me.  To  my  left  is  Terry  Davis,  an  assistant  director  responsible  for 
GAO's  work  on  hospital  reimbursement  issues.  To  his  left  is  Frank 
Pasquier,  the  auditor  responsible  for  our  work  on  this  project.  Sit- 
ting next  to  him  is  Mr.  Peter  J.  Oswald,  one  of  our  managers  in- 
volved in  physician  reimbursement  requests. 

We  have  a  guest  today,  Mr.  John  Bourn,  Controller  and  Auditor 
General  of  the  United  Kingdom.  He  is  visiting  with  the  GAO.  He  is 
not  at  the  table.  I  understand  he  is  in  the  audience. 

I  hope  this  discussion  doesn't  prove  too  confusing  to  him  because 
their  system  is  entirely  different  than  ours. 

We  are  pleased  to  be  here  to  discuss  our  review  of  Medicare  pay- 
ments for  cataract  surgery,  one  of  the  most  frequently  performed 
procedures  done  on  an  outpatient  basis.  Overall,  our  work  supports 
revising  the  current  Medicare  reimbursement  system  for  outpa- 
tient hospital  surgery. 

Medicare  payments  for  cataract  surgery  are  significantly  higher 
on  average  for  hospital  outpatient  departments  than  for  Ambulato- 
ry Surgical  Centers  [ASC's].  We  believe  that  some  of  this  payment 
differential  reflects  legitimate  cost  differences  between  the  two  set- 
tings. However,  the  current  cost-based  payment  system  for  hospi- 
tals provides  both  the  incentive  and  the  opportunity  to  make  costs 
in  the  outpatient  department  appear  higher  than  they  are.  Thus, 
not  all  of  the  higher  payments  to  hospitals  may  be  justified. 

We  also  noted  that  under  the  current  hospital  payment  system, 
the  beneficiary's  portion  of  the  payment,  or  coinsurance,  is  based 
on  charges  rather  than  on  Medicare-computed  costs.  As  a  result, 
beneficiary  coinsurance  amounts  can  vary  significantly  and  their 
share  of  Medicare-allowed  cost  of  the  surgery  is  almost  always 
greater  than  the  intended  20  percent. 

In  addition  to  reimbursement  issues,  we  looked  at  a  sample  of 
cataract  surgeries  in  four  States  to  evaluate  the  adequacy  of  the 
documentation  supporting  the  need  for  the  surgery.  We  also  re- 
viewed the  timing  of  cataract  surgery  done  on  the  second  eye  in 
those  States.  Based  on  our  analyses,  we  question  whether  Medicare 
had  reasonable  assurance  that  all  of  these  cataract  surgeries  were 
medically  necessary. 

BACKGROUND 

Since  the  implementation  of  a  Medicare  prospective  payment 
system  [PPS]  for  hospitals  in  fiscal  year  1984,  we  have  witnessed  an 
increasing  shift  in  medical  services  from  the  inpatient  to  the  outpa- 
tient setting.  This  is  illustrated  by  the  fact  that  hospital  revenues 
from  outpatient  services  grew  at  an  average  annual  rate  of  16.7 
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percent  from  1983  to  1987,  about  three  times  faster  than  inpatient 
hospital  revenues  grew  during  the  same  period. 

The  shift  to  the  outpatient  setting  has  been  especially  noticeable 
for  surgery.  About  40  percent  of  all  hospital  surgeries  are  now  per- 
formed on  an  outpatient  basis  compared  to  about  20  percent  in 
1983.  At  the  same  time,  the  number  of  freestanding  ASC's  has  in- 
creased about  10-fold  from  87  in  1983  to  838  today. 

One  of  the  most  frequently  performed  surgical  procedures  in  the 
outpatient  setting  is  the  removal  of  a  cataract  with  the  insertion  of 
a  prosthetic  lens — cataract  surgery.  In  1987,  Medicare  paid  for 
about  1  million  outpatient  cataract  surgeries. 

Cataract  surgery  is  a  standardized,  low-risk  procedure  and  the 
choice  of  setting  appears  to  be  based  primarily  on  where  the  oph- 
thalmologist practices.  While  a  small  number  of  outpatient  cata- 
ract surgeries  are  done  in  physician  offices,  most  are  performed 
either  in  a  hospital  outpatient  department  or  an  ASC.  The  Medi- 
care payment  for  cataract  surgeries  done  in  hospital  outpatient  de- 
partments and  ASC's  generally  has  three  components — a  payment 
made  to  the  surgeon;  a  facility  payment  that  primarily  represents 
reimbursement  for  the  operating  room,  pharmacy  items,  and  surgi- 
cal supplies;  and  a  separate  payment  for  the  intraocular  lens  [lOL] 
that  is  implanted  during  the  surgery. 

My  statement  today  will  present  our  concerns  about  Medicare  fa- 
cility payments  and  payments  for  lOL's. 

MEDICARE  FACILITY  PAYMENTS  DIFFER  BY  SURGICAL  SETTING 

Medicare  uses  two  different  methods  to  pay  for  facility  costs  re- 
lated to  cataract  surgery — a  prospective  payment  system  for  ASC's 
and  a  system  based  on  reasonable  costs  for  hospital  outpatient  de- 
partments. The  two  methods  result  in  large  differences  in  pay- 
ments between  the  two  settings,  and  not  all  of  the  payment  differ- 
ences may  be  justified.  A  prospective  payment  system  for  hospital 
outpatient  surgery  has  been  mandated  by  the  Omnibus  Budget 
Reconciliation  Act  of  1986.  When  implemented,  this  system  should 
eliminate  the  negative  incentives  inherent  in  a  cost-based  system 
and  provide  a  more  uniform  Medicare  payment  system  for  outpa- 
tient surgery. 

Medicare  has  established  payment  groupings  for  surgical  proce- 
dures performed  at  ASC's,  and  pays  the  ASC  a  prospectively  deter- 
mined amount  for  each  group  based  on  the  national  average  cost  of 
the  procedures  in  it.  For  cataract  surgery,  which  is  included  in  the 
highest  payment  grouping,  the  Medicare  payment  rate  was  $599 
(unadjusted  for  wages)  for  the  period  ending  June  1988.  The  actual 
pajonent  from  Medicare  would  be  about  $479,  the  amount  remain- 
ing after  subtracting  the  20  percent  coinsurance  amount  that  is  the 
responsibility  of  the  beneficiary. 

Until  October  1987,  the  Medicare  payment  for  the  facility  compo- 
nent of  surgery  done  in  hospital  outpatient  departments  was  based 
entirely  on  a  reasonable  cost  reimbursement  method.  The  Omnibus 
Budget  Reconciliation  Act  of  1986  modified  this  payment  method, 
and  hospitals  are  now  paid  the  lesser  of  their  reasonable  costs  or  a 
blend  of  the  hospital  costs  and  the  rate  paid  to  ASC's.  Effective  for 
hospital  cost  reporting  periods  beginning  on  or  after  October  1, 
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1988,  the  blend  is  50  percent  hospital  costs  and  50  percent  of  the 
ASC  rate. 

Facility  costs  for  hospital  patient  cataract  surgery — and  Medi- 
care payments  based  on  these  costs — are  generally  higher  than 
those  for  ASC's.  During  the  period  October  1987  to  June  1988,  the 
mean  facility  cost  for  hospital  outpatient  departments  was  $1,104, 
almost  double  the  $599  facility  cost  for  ASC's. 

Some  of  the  facility  cost  difference  between  hospitals  and  ASC's 
is  due  to  the  fact  that  hospital  outpatient  department  costs  reflect 
more  than  just  the  direct  costs  of  this  department.  The  facility 
costs  also  include  a  portion  of  the  hospital's  overall  general  and  ad- 
ministrative costs,  such  as  maintenance  and  the  cost  of  the  person- 
nel office.  Therefore,  it  can  be  expected  that  facility  costs  of  hospi- 
tal outpatient  departments  would  be  higher  than  ASC  costs  be- 
cause of  legitimate  differences  in  overhead  and  operating  ex- 
penses. ^ 

However,  there  is  always  the  danger  that  hospitals  can  increase 
revenues  by  inappropriately  allocating  more  of  their  costs  from  in- 
patient services,  which  are  paid  prospectively,  to  the  outpatient  de- 
partment where  they  are  still  paid  on  a  cost  basis.  Such  question- 
able cost  shifting  can  occur  through  the  complex  cost  allocation 
system  without  being  easily  detected. 

Because  of  the  limited  time  available  and  complexity  of  the  hos- 
pital cost  allocation  process,  we  did  not  attempt  to  determine  the 
extent  to  which  hospitals  may  have  shifted  costs  to  the  outpatient 
department.  However,  we  were  told  by  an  official  at  one  hospital 
we  visited  that  the  hospital  had  adopted  a  pricing  policy  to  maxi- 
mize hospital  revenues  by  selectively  raising  outpatient  charges, 
thereby  shifting  costs  to  the  outpatient  department.  He  said  this 
was  done  to  offset  anticipated  losses  from  inpatient  services. 

Higher  costs  for  hospital  outpatient  departments  may  also  be  due 
to  other  factors,  such  as  operating  inefficiencies  and  billing  and 
coding  inconsistencies.  Research  sponsored  by  the  Health  Care  Fi- 
nancing Administration  [HCFA]  is  attempting  to  determine  the  fac- 
tors that  explain  the  relative  cost  differences  between  ASCs  and 
hospital  outpatient  departments. 

In  summary,  we  support  the  concept  of  a  prospective  payment 
system  for  hospital  outpatient  facility  costs  because  the  current 
cost-based  system  does  not  offer  adequate  assurance  that  the 
higher  payments  to  hospitals  are  based  on  the  costs  of  efficient  de- 
livery of  services. 

BENEFICIARY  LIABILITY  VARIES  GREATLY  ACROSS  SURGICAL  SETTINGS 

Another  problem  with  the  current  Medicare  payment  system  for 
hospital  facility  costs  relates  to  how  the  beneficiary's  share  of  these 
costs,  or  coinsurance,  is  computed.  For  outpatient  surgery,  the  20- 
percent  coinsurance  for  the  facility  payment  is  computed  on  hospi- 
tal billed  charges  rather  than  on  the  Medicare-allowed  costs. 

The  Medicare  payment  is  computed  by  subtracting  the  benefi- 
ciary's payment  from  the  allowable  costs.  Since  charges  are  almost 


'  For  example,  maintenance  expenses  for  a  large  600-bed  hospital  would  be  expected  to  be 
higher  than  those  for  an  ASC.  Other  factors,  such  as  maintaining  standby  capacity  for  emergen- 
cy medical  services  and  a  round-the-clock  schedule,  also  help  explain  higher  hospital  costs. 
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always  higher  than  costs,  20  percent  of  charges  usually  represents 
more  than  20  percent  of  allowable  costs,  and  the  Medicare  program 
almost  always  ends  up  paying  less  than  80  percent  of  allowed  costs. 

Charges  for  cataract  surgery  differ  across  hospitals,  and  thus 
beneficiary  coinsurance  amounts  can  vary  by  several  hundred  dol- 
lars depending  on  where  the  cataract  surgery  is  performed.  Figure 
1  illustrates  the  difference  in  the  beneficiary  liability  for  cataract 
surgery  done  at  two  hospitals  and  at  an  ASC. 


Hospital  A  Hospital  B  Ambulatory 
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Figure  \.— Differences  in  Medicare  and  beneficiary  payments  for  cataract  surgery 

As  can  be  seen,  the  coinsurance  amount  of  $434  for  the  benefici- 
ary treated  in  Hospital  A,  a  hospital  with  facility  costs  and  charges 
close  to  the  national  average,  was  almost  twice  that  of  the  benefici- 
ary treated  in  hospital  B,  a  hospital  with  relatively  low  facility 
costs.  In  addition,  even  though  the  facility  cost  at  hospital  B  was 
less  than  that  for  the  ASC,  the  beneficiary's  coinsurance  amount  at 
Hospital  B  was  almost  twice  that  of  the  beneficiary  treated  at  the 
ASC. 

Another  effect  of  using  billed  charges  to  determine  the  benefici- 
ary coinsurance  amount  is  that  beneficiaries  pay  more  than  20  per- 
cent of  the  Medicare-computed  cost  of  the  surgery.  Average  billed 
charges  for  cataract  surgery  are  almost  twice  the  average  facility 
cost  upon  which  the  Medicare  share  of  the  payment  is  based.  For 
example,  the  coinsurance  amount  of  $434  for  the  beneficiary  treat- 
ed in  hospital  A  represents  about  38  percent  of  the  Medicare  al- 
lowed cost. 
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Another  factor  that  affects  beneficiary  Hability  is  the  computa- 
tion of  the  Medicare  blended  payment.  As  we  mentioned  earher 
the  Medicare  payments  made  to  outpatient  hospital  departments 
are  currently  subjected  to  a  blend  of  their  costs  and  the  ASC  pay- 
ment rate.  In  computing  the  blended  payment,  however,  the  benefi- 
ciary does  not  share  with  Medicare  the  benefit  of  any  resulting 
payment  reductions.  Therefore,  a  hospital  can  increase  its  revenue 
by  increasing  its  charges  relative  to  its  costs.  This  will  increase  the 
beneficiary's  liability  by  more  than  the  payment  from  the  Medicare 
program  is  reduced. 

Because  of  these  inequities,  we  believe  that  the  method  used  to 
compute  beneficiary  coinsurance  should  be  considered  carefully 
when  designing  a  prospective  payment  system  for  hospital  outpa- 
tient surgery.  Indeed,  because  it  may  be  some  time  before  a  pro- 
spective system  is  implemented.  Congress  may  want  to  reexamine 
the  current  method  of  computing  beneficiary  coinsurance  amounts 
immediately.  We  would  be  happy  to  discuss  alternative  approaches 
for  dealing  with  this  problem  with  the  committee. 

CHALLENGE  OF  SETTING  EQUITABLE  PAYMENT  RATES  FOR  IOL's 

To  this  point,  we  have  been  discussing  our  concerns  about  Medi- 
care and  beneficiary  payments  for  facility  costs  associated  with  cat- 
aract surgery.  We  have  similar  concerns  about  Medicare  payments 
for  the  lOL  that  is  implanted  during  the  surgery. 

Medicare  payments  for  lOL's  are  separate  from  the  facility  pay- 
ment for  both  ASC's  and  hospitals.  ASC's  are  paid  by  Medicare  car- 
riers based  on  the  reasonable  charge  concept  used  for  determining 
payments  for  physician  services.  Hospital  payments  for  lOL's  are 
determined  using  the  cost-to-charge  method  described  earlier,  but 
without  subjecting  the  resulting  cost  to  the  blending  process.  Based 
on  a  requirement  in  the  Omnibus  Budget  Reconciliation  Act  of 
1987,  HHS  has  proposed  paying  ASC's  a  flat  rate  of  $200  for  lOL's 
and  paying  hospitals  a  blend  of  the  ASC  rate  and  the  hospital's  ac- 
quisition cost  for  the  lOL. 

There  have  been,  and  probably  will  continue  to  be,  differing 
views  on  whether  the  amount  proposed  by  HHS  is  reasonable.  Pri- 
vate studies  suggest  that  the  rate  for  lOL's  should  be  closer  to 
$250,  while  a  study  done  by  the  HHS  inspector  general  concludes 
that  $200  may  be  a  reasonable  acquisition  price  for  most  facilities. 
The  fact  that  a  Canadian  hospital  that  we  visited  can  negotiate  an 
$80  lens  price  with  an  American  manufacturer  suggests  that  even 
$200  may  be  generous. 

The  scope  of  our  efforts  to  address  this  issue  was  more  limited 
than  that  of  previous  studies,  and  thus  we  cannot  draw  any  firm 
conclusions  about  the  amount  that  should  be  paid  for  lOL's.  How- 
ever, our  observations  suggest  that  current  acquisition  costs  for 
lOL's  are  not  always  a  reflection  of  prudent  buying  practices. 

As  part  of  our  work,  we  gathered  information  on  lOL  acquisition 
costs  at  seven  hospitals  and  eight  ASC's  in  four  States— Arizona, 
Florida,  North  Carolina,  and  Washington.  Consistent  with  the  find- 
ings from  more  comprehensive  studies,  we  observed  wide  variation 
in  the  acquisition  cost  of  lOL's  across  the  facilities  visited.  For  ex- 
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ample,  costs  for  one  brand  of  lOL  ranged  from  $94  to  $310;  across 
all  brands,  costs  ranged  from  $90  to  $450. 

Average  acquisition  cost  at  the  15  facilities  visited  ranged  from 
$98  to  $373.^  The  information  obtained  at  these  facilities  suggests 
that  there  is  some  relationship  between  acquisition  cost  and 
volume.  For  example,  the  facility  with  the  lowest  average  cost  was 
a  Washington  hospital  that  did  over  1,100  cataract  surgeries  during 
the  period  covered  by  our  review.  This  hospital  was  able  to  seek 
bids  and  negotiate  a  volume-guaranteed  contract. 

It  appears,  however,  that  there  is  a  stronger  relationship  be- 
tween acquisition  costs  and  Medicare  lOL  reimbursement  policies. 
This  is  especially  true  for  ASC's,  where  payment  policies  affecting 
them  are  established  by  Medicare  carriers  and  can  vary  significant- 
ly. For  example,  in  both  Florida  and  Arizona,  the  Medicare  carri- 
ers' allowed  amount  for  lOL's  for  the  ASC's  we  visited  was  about 
$350.2  Because  the  ASC's  in  these  two  States  could  keep  the  differ- 
ence between  this  amount  and  their  acquisition  costs,  they  had  an 
incentive  to  obtain  favorable  lOL  prices  but  yet  charge  Medicare 
and  beneficiaries  the  full  amount  allowed.  Three  of  the  four  ASC's 
we  visited  had  average  acquisition  costs  under  $200;  the  fourth  had 
an  average  acquisition  cost  of  about  $240 — still  profitable  under 
this  payment  arrangement. 

In  contrast,  the  Medicare  carrier  for  the  State  of  Washington 
currently  pays  ASC's  their  acquisition  cost  of  lOL's  up  to  $203.  Not 
surprisingly,  the  two  Washington  ASC's  visited  had  acquisition 
costs  of  $198  and  $202.  Officials  at  one  of  these  ASC's,  a  high- 
volume  facility,  told  us  that  they  probably  could  obtain  lOL's  for 
less,  but  had  no  incentive  to  do  so. 

The  Medicare  carrier  in  North  Carolina  also  reimbursed  for 
lOL's  based  entirely  on  acquisition  price,  with  no  provision  for 
profit.  Thus,  this  payment  policy  provided  little  incentive  to  negoti- 
ate for  low  prices  when  purchasing  lOL's.  One  of  the  high-volume 
ASC's  visited  in  North  Carolina  was  paying  $368  for  a  lens  that 
lower  volume  providers  in  the  other  States  were  buying  for  an  av- 
erage of  $207.  This  ASC  also  paid  $390  for  a  second  lens  model.  The 
Canadian  hospital  mentioned  earlier  purchased  the  same  model 
lens  from  the  same  manufacturer  for  $80. 

In  summary,  it  appears  that  a  prospective  rate  for  lOL's,  if  set 
correctly,  could  provide  facilities  with  more  incentive  to  negotiate 
for  lower  lOL  prices,  thus  reducing  Medicare  and  beneficiary  pay- 
ments from  their  current  levels.  However,  along  with  setting  a  pro- 
spective rate,  we  believe  that  HCFA  should  begin  collecting  data  on 
lOL  acquisition  costs  and  procurement  practices  because  future 
savings  to  Medicare  may  be  possible. 

NEED  FOR  SURGERY  WAS  NOT  ALWAYS  ASSURED 

While  reimbursement  should  improve  the  equity  and  reasonable- 
ness of  Medicare  payments,  payment  reform  will  not  necessarily 


^  This  was  the  average  cost  from  the  invoices  provided  by  each  facility,  not  weighted  by  pur- 
chase or  usage  volume. 

2  In  both  States,  Medicare  pays  the  lesser  of  reasonable  charges  or  the  Medicare  allowed 
amount  of  about  $350.  However,  the  reasonable  charge  for  all  four  ASC's  visited  in  those  States 
exceeded  $350,  and  thus  ASC's  were  paid  at  the  allowed  amount. 
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control  volume.  Accordingly,  it  is  important  that  utilization  safe- 
guards, including  adequate  documentation,  are  used  to  assure  that 
outpatient  surgery  is  necessary.  To  get  an  indication  of  the  effec- 
tiveness of  existing  safeguards,  we  reviewed  documentation  in  a 
sample  of  patient  medical  files,  and  analyzed  physician  practice 
patterns  concerning  the  timing  of  cataract  surgery  performed  on 
the  second  eye.  This  work  was  done  in  Arizona,  Florida,  North 
Carolina,  and  Washington. 

According  to  the  American  Academy  of  Ophthalmologists,  elec- 
tive cataract  surgery  is  considered  necessary  when  the  patient's 
lifestyle  and  daily  functions  are  impaired  due  to  loss  of  visual 
acuity  caused  by  the  cataract.  As  with  any  elective  surgery,  it  is 
important  to  document  the  need  for  cataract  surgery  in  order  to 
help  protect  patients  from  undue  risk  and  payers  from  unnecessary 
expenses. 

To  determine  if  the  need  for  cataract  surgeries  performed  on 
Medicare  beneficiaries  was  being  properly  documented,  we  re- 
viewed medical  records  and  patient  histories  from  a  random 
sample  of  200  cataract  surgeries  performed  in  1987,  50  from  each  of 
the  four  States.  Our  chief  medical  advisor  and  a  practicing  ophthal- 
mologist consultant  agreed  that  documentation  was  inadequate  in 
77  of  the  200  cases.  Consequently,  we  estimate  that  ophthalmol- 
ogists failed  to  adequately  document  the  need  for  cataract  surgery 
in  about  29  to  45  percent  of  the  surgeries  performed  in  the  four 
States  in  1987. 

We  recognize  that  inadequate  documentation  by  itself  does  not 
prove  conclusively  that  cataract  surgery  is  unnecessary.  However, 
it  raises  questions  about  the  utilization  safeguards  used  in  the  Med- 
icare program.  Our  analysis  of  the  timing  of  second  eye  surgeries 
raises  similar  questions. 

Often  Medicare  patients  have  cataracts  in  both  eyes,  with  one 
eye  being  significantly  worse  than  the  other.  Following  cataract 
surgery  on  the  more  severely  impaired  eye,  many  patients  do  not 
seek  a  second  operation.  When  a  second  operation  is  needed,  the 
American  Academy  of  Ophthalmologists  states  that,  "It  is  prefera- 
ble for  surgery  on  the  second  eye  to  be  delayed  until  the  first  eye 
has  completely  healed  and  a  final  refraction  has  been  performed. 
This  is  usually  at  about  3  months  after  the  first  surgery."  This 
period  allows  an  evaluation  of  the  effect  of  the  first  surgery  on  the 
patient's  lifestyle. 

To  determine  how  quickly  ophthalmologists  perform  cataract 
surgery  on  the  second  eye,  we  analyzed  data  on  all  cataract  surger- 
ies performed  in  the  four  States  in  1987.  We  found  that  about  27  to 
38  percent  of  the  second  eye  surgeries  were  done  within  6  weeks  of 
the  first  cataract  surgery. 

In  summary,  our  review  of  medical  files  and  physician  practice 
patterns  in  the  four  States  suggests  that  improved  safeguards  are 
needed  in  those  States  to  protect  both  the  program  and  patients 
from  the  costs  and  risks  of  unnecessary  surgery.  In  an  effort  to  im- 
prove safeguards,  HCFA  has  contracted  with  Peer  Review  Organi- 
zations to  preapprove  outpatient  cataract  surgeries.  However,  the 
effectiveness  of  this  is  unknown  because  the  preapproval  process 
has  just  begun. 
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This  concludes  my  prepared  statement.  I  would  be  happy  to 
answer  any  questions  that  you  may  have  at  this  time. 
Mr.  Moody.  Thank  you  very  much,  Mr.  Zimmerman. 
Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

My  question  goes  to  both  of  the  witnesses.  What  kind  of  addition- 
al data  do  you  think  we  are  going  to  need  before  we  can  feel  confi- 
dent in  having  the  necessary  information  to  move  to  a  prospective 
pricing  situation  for  outpatient  surgery  and  how  long  do  you  think 
it  would  take  to  get  that  information? 

Mr.  Silvers.  There  are  issues  that  I  think  relate  to  that  in  the 
report,  dealing  with  primarily  the  unit  of  analysis  one  would  like 
to  use,  cases  in  six  ASC  groups,  use  of  visit  groups  or  other  method- 
ology, questions  of  how  one  comes  up  with  the  right  payment  meth- 
odology and  the  implementation  issues  surrounding  that. 

I  think  the  cost  element  for  my  concern  is  partially  on  the  hospi- 
tal side  with  regard  to  getting  a  more  and  more  accurate  picture  of 
what  the  ambulatory  surgery  costs  are  in  the  hospital,  which  we 
are  discussing  today,  but  it  also  has  to  do  with  what  we  believe  the 
ambulatory  surgery  centers  rates  and  costs  are. 

I  would  like  to  see  both  of  those  personally.  I  think  those  ele- 
ments are  important.  Over  the  next  2  years  or  so,  I  believe  we  will 
have  some  major  problem  on  those.  ProPAC,  I  believe,  will  have  a 
special  session  this  spring  for  the  commission  relating  to  the  vari- 
ous categorization  mechanisms  available. 

There  is  some  summary  in  the  report  on  that.  The  other  aspect, 
ProPAC  has  recommended  that  we  try  to  get  better  cost  informa- 
tion from  the  surgery  centers.  What  the  timetable  is  on  that,  I 
don't  know.  But  I  think  that  would  be  very  helpful. 

Further  refinement  on  hospital  accounting  is  a  problematic  one. 
There  is  no  obvious  thing  that  I  can  think  of  that  is  right  on  the 
horizon  what  would  answer  that  since  hospital  accounting  systems, 
particularly  the  ones  mandated  by  Medicare,  simply  don't  get  to 
the  level  of  refinement  one  would  like  to  have,  looking  at  case  by 
case  or  procedure  by  procedure  activities.  To  summarize,  we  are 
moving  toward  that.  Within  the  next  1  or  2  years — we  will  be  on 
the  time  table  Congress  has  set  for  us  and  will  come  back  with  the 
proposal  that  will  be  not  only  adequate,  but  appropriate  and  a  big 
improvement  over  what  we  now  have. 

Mr.  Zimmerman.  Right  now  HHS  has  research  underway  looking 
at  the  factors  that  help  explain  cost  differences  between  hospital 
outpatient  departments  and  ASC's. 

If  we  want  to  get  numbers  we  are  comfortable  with,  we  are  going 
to  have  to  go  the  route  of  rebasing  because  we  are  going  to  be 
building  a  data  base  for  outpatient  costs  which  will  obviously  be 
suspect  because  of  the  methods  under  which  the  costs  are  currently 
allocated. 

Given  the  propensity  in  the  system  for  hospitals  to  allocate  costs 
to  the  outpatient  side,  one  must  consider  the  the  concept  of  rebas- 
ing not  only  outpatient  costs  but  inpatient  costs  as  well. 

Mr.  Gradison.  Thank  you. 

One  other  question,  Mr.  Zimmerman,  can  you  comment  on  the 
difficulties  which  we  are  hearing  with  regard  to  the  price  for  the 
interocular  lenses.  The  inspector  general  says  around  $200  and  the 
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study  said  $250.  That  is  a  fairly  big  difference.  Can  you  shed  any 
light  on  this  for  us? 

Mr.  Zimmerman.  We  found  people  could  acquire  a  lens  for  less 
than  $200  if  there  was  an  incentive.  We  found  where  there  was  no 
incentive  they  were  paying  as  much  as  $400.  It  is  hard  for  me  to 
say  if  the  situation  in  Canada  where  they  were  paying  $80  for  a 
lens  was  a  marketing  idea  on  the  part  of  the  manufacturer  or  if 
that  price  represented  the  manufacturer's  costs.  Our  study  is  not 
comprehensive  enough  to  come  up  with  a  number.  I  think  we  have 
to  come  up  with  a  number  and  more  importantly  track  it  across 
facilities  to  see  what  a  reasonable  amount  should  be. 

They  go  hand  in  hand,  establishing  a  system  to  track  costs  and 
doing  a  comparative  analysis  to  see  what  people  are  really  paying 
for  these  when  there  is  an  incentive  to  get  the  lowest  possible 
price. 

Mr.  Gradison.  One  point  that  has  been  raised  with  me  about 
this  is  that  having  a  price,  if  it  is  too  low,  with  quotes  around  the 
word  'low",  if  the  price  is  too  low,  might  discourage  the  develop- 
ment of  new  technology,  new  lenses,  for  example,  that  might  be  su- 
perior but  cost  more. 

Can  you  cast  any  light  on  that? 

Mr.  Zimmerman.  If  the  facility  or  physician  incurs  an  expense  of 
an  extra  $10  or  $20  for  an  lOL  to  make  up  any  shortcomings,  I 
think  they  will  still  go  forward  with  the  $4,000  surgery. 

It  doesn't  seem  to  be  the  linchpin  of  the  decision  of  whether  to 
enhance  the  technology.  It  means  a  lot  when  we  are  paying  for  1 
million  of  them  a  year  but  when  the  whole  system  is  involved  and 
it  is  linked  to  the  cost  of  the  lens,  I  cannot  see  technology  falling 
behind  or  surgeons  being  unwilling  to  insert  a  lens  because  they 
might  have  to  pick  up  $10  or  $20  of  the  cost  of  the  lens. 

Mr.  Gradison.  Thank  you. 

Chairman  Stark.  I  want  to  see  if  the  panel  can  help  me  a  little 
bit.  Physicians  may  differ,  but,  I  believe  that  somewhat  less  than 
10  percent  of  cataract  surgery,  and  I  might  guess  3  or  4  percent, 
requires  inpatient  treatment.  Further,  for  the  most  part  the  differ- 
ence between  an  outpatient  department  of  a  hospital  and  an  ambu- 
latory surgical  center  are  insignificant  from  the  standpoint  of  the 
physician.  It  may  be  the  convenience  of  location  or  other  things; 
and  that  the  difference  in  costs  between  outpatient  services  at  a 
hospital  and  an  ASC  is  merely  a  lot  of  overhead  that  the  hospitals 
are  loading  on.  Therefore  we  are  subsidizing  hospitals  through  this 
cataract  surgery  repayment.  If  those  assumptions  are  in  the  ball 
park,  then  the  solution,  it  seems  to  me,  is  to  find  a  rate  that  is 
pretty  close  to  the  ASC  rate  and  let  the  hospitals  once  again  come 
in  to  the  20th  century  by  recognizing  that  they  are  trying  to  pro- 
vide a  service  that  is  not  needed,  that  is,  inpatient  or  overhead  re- 
lated to  the  outpatient  hospitals. 

The  staff  says  this  will  close  more  hospitals  than  reducing  medi- 
care rates. 

Am  I  being  misled  by  what  I  assume  is  the  general  tenor  of  this 
problem  or  is  that  rather  a  pedestrian  summary  of  the  problem 
that  faces  us? 
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Mr.  Zimmerman.  It  is  hard  for  me  to  understand  without  getting 
into  numbers  and  taking  them  apart  why  one  charges  $3,000  for 
the  same  thing  another  charges  $1,000  for. 

Chairman  Stark.  They  are  trying  to  get  cost  recovery.  I  say  that 
without  being  pejorative.  That  makes  good  sense  to  me.  If  I  were 
recovering  costs  for  being  a  Member  of  Congress,  I  would  make 
mine  a  lot  more  than  Mrs.  Johnson's  who  is  very  conservative  and 
doesn't  spend  a  lot  of  money  like  I  do. 

Mr.  Zimmerman.  The  difference  between  the  two  is  almost  four 
times. 

Chairman  Stark.  I  wanted  to  be  sure  that  I  am  not  missing 
something.  Is  there  something  magical  about  having  the  ambulato- 
ry surgery  center  in  the  basement,  or  right  next  door?  I  imagine 
the  doctors  will  have  an  opinion  on  this.  Isn't  that  the  problem 
that  we  are  talking  about  today? 

Mr.  Silvers.  If  I  may  comment,  you  reflected  my  first  approach 
to  this  matter.  Teaching  in  a  business  school  I  thought  finally  you 
could  look  to  this  market  to  get  a  signal  as  to  what  the  right  price 
ought  to  be.  You  would  think  the  ASC  would  provide  that. 

With  a  couple  of  exceptions,  I  am  not  sure  I  believe  the  ASC 
rates.  There  are  questions  about  whether  they  are  reflecting  what 
is  going  on  as  far  as  market  prices  for  what  those  services  ought  to 
be. 

Chairman  Stark.  Do  you  think  they  are  too  low? 

Mr.  Silvers.  They  could  be  or  they  could  be  the  other  way.  The 
methodology  on  which  those  costs  were  determined  is  fairly  ques- 
tionable. 

Chairman  Stark.  Aren't  they  lower  than  the  general  hospital 
rates  are? 
Mr.  Silvers.  Certainly,  they  are  lower. 
Chairman  Stark.  Are  they  broke? 
Mr.  Silvers.  No,  they  are  not. 

Mr.  Levin.  If  the  chairman  would  yield,  why  would  they  under- 
state? You  said  they  might  be. 
Mr.  Silvers.  I  don't  think  they  are  understated. 
Mr.  Levin.  Under  estimated? 

Mr.  Silvers.  Those  costs  were  done  from  estimates  from  a 
sample  selection  based  on  a  relatively  small  number  of  services. 
The  estimates  have  been  extrapolated  to  a  larger  number  of  serv- 
ices over  a  longer  time  horizon  which,  at  least  from  my  point  of 
view,  has  not  been  entirely  satisfactory.  It  is  not  truly  a  market 
price.  As  an  economist,  I  would  like  to  have  a  market  price  so  you 
could  say  this  is  the  efficient  producer  and  this  is  what  we  ought  to 
pay  the  hospitals  on  the  basis  of  that. 

Chairman  Stark.  Is  there  anything  implicit  about  your  comment 
about  if  the  doctor  owns  the  ASC  he  or  she  may  be  taking  the 
money  on  the  part  B  side  and  lowering  the  rate  for  the  ASC  to  get 
the  patient  into  his  or  her  facility? 

So  in  the  aggregate  have  you  looked  at  hospital  B  versus  ASC 
and  then  added  in  the  doctor's  rate  or  does  that  skew  the  total  fig- 
ures? 

Mr.  Silvers.  There  is  a  possibility. 
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Chairman  Stark.  I  know  it  is  a  possibility  but  is  there  anjrthing 
to  indicate  that  unbundling  costs  a  lot  more  than  the  bundled 
price? 

Mr.  Zimmerman.  I  have  no  information  on  that.  The  only 
number  I  brought  is  that  ASC's  have  increased  tenfold  since  they 
came  in  to  being,  so  they  must  have  figured  out  a  way  to  deal  with 
cost  problems. 

Mr.  Silvers.  The  market  signal  is  that  they  have  grown.  My  first 
conclusion  is  that  they  may  have  been  overpaid  since  they  have 
grown  so  much.  When  you  have  the  split  between  part  A  and  part 
B  mixed  up,  it  is  hard  to  know  what  side  you  are  making  money 
on. 

Chairman  Stark.  What  is  wrong  with  taking  that  DRG  rate  and 
saying  to  the  hospitals  that  is  what  you  get.  You  guys  could  just  set 
that  rate. 

Mr.  Silvers.  The  parallel  is  the  rate  we  paid  for  dialysis  which 
has  been  set  since  1973.  Dialysis  centers  have  found  ways  to  modify 
behavior  to  work  with  that.  In  the  hospital  you  are  talking  about 
people  who  are  fairly  seriously  ill  sometimes  and  there  is  a  ques- 
tion of  whether  the  hospital  sometimes  captures  a  more  severe  pa- 
tient in  the  outpatient  department  versus  the  ASC.  There  is  not 
evidence  on  that.  But  I  think  it  is  an  open  question  in  terms  of  se- 
verity differences. 

There  are  other  issues  related  to  cost  differences.  Is  there  some 
need  for  the  standby  costs  that  you  have  in  a  hospital  or  in  the 
overhead  allocation?  Is  there  something  about  getting  surgery  in  a 
hospital  that  is  better  in  some  sense,  like  an  insurance  policy,  so  if 
something  happens  you  can  take  care  of  it.  I  think  that  is  a  weak 
aigument  also. 

Chairman  Stark.  That  is  the  doctor's  decision,  right? 

Mr.  Silvers.  Yes.  Those  are  somewhat  unknown  factors  that 
muddy  the  water. 

Mr.  Zimmerman.  Setting  payment  rates  for  outpatient  hospital 
departments  at  the  ASC  rate  would  be  comparable  to  setting  the 
inpatient  DRG  rates  at  the  lowest  cost  level  rather  than  at  the  av- 
erage. I  do  not  believe  that  this  necessarily  is  the  best  solution. 

Chairman  Stark.  My  time  has  expired.  Thank  you.  Mrs.  John- 
son. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  It  is  my  understand- 
ing that  you  were  in  the  process  of  studying  the  cost  differential? 

Mr.  Zimmerman.  I  mentioned  that  HHS  is  in  the  process  of 
studying  that  now  to  try  to  get  a  better  feel  for  the  differences. 

Mrs.  Johnson.  It  seems  to  me  we  need  that  kind  of  information 
before  we  move.  In  the  community  hospitals  I  represent  I  have 
seen  a  lot  of  ASC's  start  up.  They  provide  much  less  costly  care  al- 
though they  have  a  different  medical  responsibility.  What  do  you 
know  about  the  kinds  of  cases  ASC's  take  versus  the  kinds  the  hos- 
pitals take? 

Mr.  Zimmerman.  I  am  not  aware  of  a  significant  difference. 
Maybe  one  of  my  panelists  here  could  elaborate. 

Mr.  Pasquier.  The  decision  to  use  a  hospital  or  an  ASC  was 
made  based  on  where  the  physician  practices  and  not  on  the  medi- 
cal condition  of  the  patient.  While  hospitals  offered  back  up  capa- 
bility, however,  we  were  told  that  very  seldom  is  that  back  up  ca- 
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pability  needed  for  a  cataract  operation  which  is  a  low  risk  uncom- 
plicated procedure. 

Mrs.  Johnson.  My  understanding  of  cataract  operation  is  that 
the  hospital  takes  into  consideration  gall  bladders,  open  heart  sur- 
gery, correct,  so  it  stands  to  reason  that  a  hospital  has  a  different 
infrastructure  and  capital  investment.  When  they  allocate  that 
over  a  cataract  naturally  it  comes  out  more  expensive.  So  what  you 
are  really  sa5dng  is  that  there  are  certain  kinds  of  surgery  that  we 
should  pay  for. 

It  looks  to  me  that  is  the  decision  we  need  to  make  rather  than 
just  cranking  down  the  reimbursement  so  the  hospital  loses  money 
on  it. 

Mr.  Zimmerman.  We  are  not  suggesting  that  we  just  crank  down 
reimbursement. 

Mrs.  Johnson.  Wait  a  minute.  If  we  do  that,  what  happens  to 
the  hospital  where  there  is  no  ASC? 

Mr.  Zimmerman.  I  think  if  hospitals  are  in  a  financial  risk  now 
they  are  going  to  be  in  greater  risk  if  they  are  profiting  off  their 
outpatient  activity. 

It  is  a  big  cost  center  for  many  hospitals  and  could  have  an  effect 
on  their  financial  viability.  We  are  not  suggesting  that  the  ASC 
rate  is  what  should  be  set  for  hospitals. 

There  are  clearly  differences.  Some  of  them  you  elaborated  on. 
The  structure  is  different.  Some  are  multistories,  ASC's  are  prob- 
ably one  or  two  stories.  It  is  a  different  part  of  the  delivery  system. 
I  don't  expect  the  ASC  and  the  hospital  to  have  the  same  cost. 
There  is  that  possibility  but  by  and  large  hospital  costs  will  be 
somewhat  higher. 

Mrs.  Johnson.  It  seems  to  me  that  the  chairman  was  indicating 
that  the  market,  if  the  ASC  can  do  it  for  that  amount,  why 
shouldn't  everybody  be  able  to  do  it  for  that  amount? 

I  would  like  your  opinion  about  what  are  some  of  the  reasons 
why  we  can't  just  say  the  ASC  rate  is  everybody's  rate? 

Mr.  Zimmerman.  I  think  for  the  reasons  we  have  said  in  our 
statement,  hospitals  have  costs  that  are  certainly  higher.  They 
have  to  maintain  an  emergency  capability,  backup  capability.  They 
have  to  have  standby  facilities  for  other  activities. 

They  provide  24-hour  service.  It  is  a  different  type  of  operation. 
There  are  some  hospitals,  I  might  add,  that  have  facility  costs  com- 
parable to  ASC's,  but  I  do  not  know  what  their  specific  circum- 
stances are. 

I  would  not  suggest  that  all  hospitals  could  do  it  at  that  rate. 
I        Mr.  Silvers.  Just  in  terms  of  specific  numbers  you  asked  for,  for 
!      hospitals  in  terms  of  cataract  surgery,  28  percent  of  ambulatory 
surgical  bills  are  for  cataract  procedures  in  the  outpatient  hospital 
setting.  These  bills  represent  50  percent  of  hospital  outpatient  sur- 
I     gery  costs. 

So  a  big  portion  of  the  ambulatory  surgical  costs  are  related  to 
cataract  surgery. 

Mrs.  Johnson.  How  can  that  be  50  percent  of  their  cost  and  only 
28  percent  of  their  charges  or  revenues? 
I        Mr.  Silvers.  Twenty-eight  percent  of  their  bills  and  50  percent  of 
»     the  ambulatory  surgery  costs. 


28 


Mrs.  Johnson.  Doesn't  that  indicate  Medicare  is  underreimburs- 
ing? 

Mr.  Silvers.  It  indicates  something  about  the  relative  charge-to- 
cost  ratios. 

Mrs.  Johnson.  It  appears  to  me  if  it  is  50  percent  of  the  hospi- 
tal's costs  and  only  28  percent  of  their  revenues,  that  they  are 
being  under-reimbursed. 

Mr.  Young.  Twenty-eight  percent  of  the  bills  submitted  repre- 
sents 50  percent  of  the  cost,  and  that  is  because  cataract  surgery  is 
far  more  costly  than  removal  of  skin  lesions  or  other  kinds  of  pro- 
cedures. 

Mrs.  Johnson.  I  see. 

Second,  you  also  recommend  that  there  be  adjustment  for  wages 
in  this  ratesetting  process. 

What  timeframe  of  wage  adjustment  and  how  timely  are  your 
wage  adjustments  for  outpatient  facilities?  Are  you  using  2-year-old 
data  for  wage  adjustments  as  you  are  using  in  setting  DRG  rates? 

Mr.  Silvers.  That  is  a  sore  point  with  me  particularly.  That 
methodology  has  not  been  specified.  Our  report  doesn't  say  specifi- 
cally how  that  should  be  done,  but  I  hope  it  would  be  somewhat 
contemporaneous  with  the  actual  field. 

Mrs.  Johnson.  I  think  currently  if  we  are  not  capable  of  that, 
particularly  we  are  driving  down  the  mass  volume  price  in  negotia- 
tions, and  that  would  not  be  able  to  take  into  account  things  in  a 
timely  fashion. 

Mr.  Young.  You  are  right.  Currently  the  freestanding  ambulato- 
ry rate  is  to  be  adjusted,  but  there  are  significant  lags  in  that  ad- 
justment as  well  as  there  have  been  with  the  prospective  payment 
system. 

So  that  part  of  the  adjustment  would  also  need  to  be  improved 
upon  greatly  to  keep  the  wage  adjustment  up  to  current  market 
conditions.  You  are  absolutely  right. 

Mrs.  Johnson.  But  when  you  talk  about  lags  in  adjustment, 
there  may  be  a  lag  in  adjustment,  but  when  it  is  adjusted  finally 
itself,  that  decision  was  made  on  2-year-old  data.  By  the  time  it 
goes  into  effect,  the  timeliness  is  even  more  severely  compromised 
so  you  may  have  a  3-year-old  gap  between  the  2-year-old  data  and 
the  rate  going  into  effect;  is  that  not  so? 

Mr.  Young.  That  is  absolutely  true. 

Mrs.  Johnson.  In  other  words,  if  we  are  going  to  drive  hard  for  a 
minimal  rate  here,  we  have  to  take  into  account  we  have  a  system 
that  can  build  in  a  3-year  loss  on  cost  increases,  either  the  negotiat- 
ed contract  as  to  price  or  wages  or  other  materials  or  heat  or  utili- 
ties, whatever. 

Mr.  Young.  If  your  data  was  timely  and  in  place,  and  you  had 
annual  updating  as  is  now  being  required,  that  2-  to  3-year  lag 
would  probably  not  have  a  major  consequence  except  in  unusual 
circumstances. 

With  respect  to  the  prospective  payment  system,  we  made  adjust- 
ments this  year  to  take  the  lag  into  account  for  nursing,  but  we 
would  be  quite  satisfied  with  an  annual  update  even  if  the  data 
were  2  years  old. 

But  where  the  labor  market  does  change  more  quickly,  more 
timely  data  provide  the  flexibility  to  account  for  changes  through 
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the  annual  update,  much  as  we  do  in  PPS  hospitals.  But  your  point 
is  well  taken. 

Mrs.  Johnson.  Thank  you. 

Mr.  Moody.  Mr.  Levin. 

Mr.  Levin.  Thank  you.  I  hope  that  as  other  panels  come  forth — I 
will  be  absent  for  some  of  the  testimony,  but  staff  will  be  here  and 
others — I  hope  we  will  be  able  to  pursue  the  issues  that  you  have 
raised  about  how  much  of  this,  if  any,  is  a  factor  of  shifting  of  the 
costs. 

I  don't  think  it  is  a  question  of  evil  intent.  I  hope  we  can  extract 
that  out  of  the  discussion.  Hospitals  are  under  pressures  now.  I 
think  the  evidence  is  clear  that  profit  margins  by  and  large  are 
down. 

Talking  to  you,  Dr.  Silvers,  as  someone  in  the  business  analysis 
business,  any  business  will  try  to  shift  costs,  if  she  can — if  they  can 
be  picked  up  somewhere  else.  The  reason  it  is  relevant  isn't  be- 
cause of  any  design  or  evil  motivation;  it  is,  I  think,  relative  be- 
cause we  need,  as  we  try  to  control  Medicare  costs,  we  need  to  ana- 
lyze effectively  where  the  bulges  are  coming  from,  where  the  pres- 
sures are  and  what  are  the  actual  costs,  the  derivation. 

Otherwise,  we  can't  apply  any  kind  of  rational  answer.  I  guess 
your  testimony  is  unclear  because  of  the  data.  If  I  pressed  you,  for 
example,  you  can  tell  me  if  you  want.  Let  me  pressure  you  and  you 
tell  me  if  you  can't  give  an  answer. 

If  you  had  to  make  an  educated  guess  as  to  how  much  of  a  differ- 
ential is  because  of  a  shift  of  costs  of  expense  unrelated  to  cataract 
surgery  basically,  take  that,  what  would  your  guess  be  of  the  differ- 
ential? If  you  can't  make  one,  say  so. 

Mr.  Zimmerman.  I  don't  think  I  can  make  one  at  this  time. 

Mr.  Moody.  Dr.  Silvers. 

Mr.  Silvers.  How  much  of  the  differential  between  ASC's  and 
the  outpatient  department  is  attributable  to  cost  shifting?  I  think  a 
relatively  small  proportion  compared  to  other  factors  that  are  in- 
volved. Hospitals  have  a  number  of  other  clienteles,  a  number  of 
other  reasons  to  worry  about  prices  with  an  increasinge  in  busi- 
nesses negotiating  rates  and  such. 

I  think  there  is  a  lot  more  pressure  on  prices  now  than  there 
ever  was  before.  But  there  is  absolutely  no  question  that  that  kind 
of  artificial  pricing  policy  that  resulted  in  cost  shifts  has  occurred 
from  time  to  time. 

You  have  to  believe,  however,  that  it  is  a  consistent  conspiracy 
across  the  whole  industry  to  do  that.  If  you  believe  that  whole  proc- 
ess has  to  be  thrown  out,  we  have  to  go  to  something  that  is  quite 
different,  like  the  ASC  rates.  That,  by  the  way,  is  why  ProPAC,  in 
my  opinion,  went  to  the  intermediate  position  of  looking  at  the  av- 
erage for  all  hospitals  as  a  prospective  standard.  ProPAC's  ap- 
proach accepts  between  the  ASC's  rates,  which  you  would  like  to 
believe  are  the  best  standard  one  could  have,  and  the  hospitals' 
own  costs  which  are  always  suspicious.  A  particular  hospital  might 
be  playing  some  games. 

But  I  think  it  is  that  reason,  at  least  from  my  view,  why  ProPAC 
arrived  at  the  three-part  payment  provision. 

Mr.  Young.  Also,  ProPAC  is  going  to  be  initiating  a  major  re- 
search project  this  summer  to  look  at  the  whole  of  the  cost  report- 
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ing,  cost  allocation  process.  We  believe  our  current  position  is  a 
good  intervening  position. 

Our  research  project  will  produce  more  information  in  the  next 
18  months  when  it  is  time  to  report  by  January  1991,  as  you  have 
requested  on  the  whole  of  the  outpatient  department. 

At  that  time  we  will  have  a  much  better  understanding  of  the 
cost-reporting  process  to  begin  to  answer  the  question  you  have 
asked. 

Mr.  Levin.  So  essentially  you  are  saying  to  us  there  is  some  cost 
shift  here.  We  are  not  sure  how  much.  Turn  the  screw  somewhat, 
but  not  all  the  way,  and  No.  1,  that  might  be  closer  to  the  ultimate 
facts  that  are  determined,  and  No.  2,  it  is  not  too  abrupt.  No.  3,  we 
are  likely  not  talking  about  any  evil  conspiracy  here  but  other 
pressures. 

For  example,  we  may  find  that  emergency  procedures  or  emer- 
gency facilities  are  grossly  underfunded  generally,  and  if  there  is 
some  cost  shifting,  it  is  really  for  a  legitimate  purpose  in  a  sense, 
though  unrelated  to  cataract  surgery. 

So  we  need  some  time  to  face  up  to  the  issue  of  how  we  are  going 
to  adequately  finance  these  emergency  facilities.  Seems  you  are 
giving  a  practical  answer  based  on  hunch,  awaiting  facts. 

Mr.  Young.  I  would  agree  with  that,  and  I  would  add  one  other 
factor.  In  part,  this  cost  allocation,  the  shifting  of  cost,  was  re- 
quired by  the  Medicare  program.  Not  only  did  the  hospitals  do  it 
for  maximization  of  revenue  and  to  pick  up  where  they  might  be 
losing  elsewhere,  but  when  PPS  was  implemented,  the  Medicare 
program  required  hospitals  to  allocate  certain  costs  to  the  outpa- 
tient department  when  those  costs  may  not  truly  have  been  reflect- 
ed there. 

So  not  only  have  hospitals  done  this,  but  in  some  cases  they  have 
done  it  because  the  Medicare  program  required  it.  They  were  not 
allowed  to  put  those  costs  into  their  inpatient  base  where  they 
might  more  have  legitimately  belonged. 

Mr.  Levin.  Well,  I  just  finished  saying,  maybe  fair  enough,  but 
maybe  we  have  to  accept  a  kind  of  rough  approximation  in  the 
meanwhile.  But  I  think  everybody  in  the  field  should  understand 
that  for  us,  as  a  subcommittee  and  as  a  committee,  to  do  our  work 
we  really  have  to  understand  these  units  on  a  disaggregated  basis. 

If  we  are  going  to  control  Medicare  costs,  it  is  much  better  for  us 
as  a  subcommittee  to  understand  the  facts,  and  if  there  is  a  cost 
shift  here  because  of  underfunding  someplace  else,  we  need  to 
know  what  is  really  going  on  because  we  can  no  longer  grab  ahold 
of  Medicare  costs  effectively  doing  it  with  even  half  a  blindfold  on. 

Seems  what  you  have  done  is  to  take  the  blindfold  off  halfway 
and  say  that  is  better  than  nothing. 

Thank  you. 

Mr.  Moody.  Thank  you. 
Mr.  Chandler. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

Mr.  Zimmerman,  I  think  you  said  you  studied  one  of  the  out  pa- 
tient cataract  clinics  in  the  State  of  Washington.  That  was  prob- 
ably the  one  at  Centralia  Chehalis;  is  that  correct? 

Mr.  Zimmerman.  I  have  to  ask  the  person  that  was  actually 
doing  the  work,  Mr.  Pasquier,  to  respond. 
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Mr.  Pasquier.  That  is  correct. 

Mr.  Chandler.  I  have  not  had  a  chance  to  visit  that  cHnic.  It  is 
not  in  my  district,  but  I  understand  that  they  do  something  hke 
1,100  or  1,200  cataract  surgeries  in  that  clinic  per  year. 

It  is  located  in  a  small  community  south  of  Seattle.  In  fact,  it  is 
just  about  halfway  between  Seattle  and  Portland  geographically, 
which  I  am  sure  is  why  it  is  there,  because  it  is  halfway  between 
those  two  population  centers. 

I  also  understand  they  do  pretty  darn  good  work.  Because  they 
do  so  many  cataract  surgeries,  they  are  really  specialists  and 
nobody  is  complaining  about  the  quality.  They  are  also  just  making 
one  devilish — lot  of  money  at  it,  which  doesn't  particularly  offend 
me,  but  that  is  the  case. 

Yet  at  the  same  time,  in  that  very  same  State,  we  are  the  eighth 
highest  in  the  country  in  the  closure  of  small  hospitals  around  the 
State — not  small  hospitals,  all  hospitals,  but  most  of  those  have 
closed  in  those  remote  rural  areas. 

What  I  am  trying  to  fix  in  my  mind  here  is  simply  this.  Is  there 
a  relationship  between  the  solution  to  what  we  are  talking  about 
and  the  problem  that  we  are  talking  about  in  those  remote  areas? 
If,  for  example,  you  take  the  Chairman's  suggestion  and  go  to  the 
ACS  rate  across  the  board  for  hospitals,  I  have  got  to  think  that 
the  hospital  in  Ritzville,  licensed  for  20  beds,  I  think  they  average 
about  5  people  in  the  hospital  at  a  time  are  going  to  really  suffer. 

You  are  going  to  drive  the  nail  in  the  coffin  with  that  kind  of 
approach.  Could  either  of  you  comment  on  that? 

Mr.  Zimmerman.  I  think  I  mentioned  that  if  a  hospital  is  in  fi- 
nancial trouble,  significantly  lowering  outpatient  payments  would 
put  it  under  more  stress. 

Mr.  Chandler.  But  the  problem  is  you  have  got  the  guys  in  Che- 
halis  getting  the  cataract  business. 

Is  it  true  they  will  pick  you  up  in  an  airplane  and  take  you  over 
there?  That  is  my  understanding. 

Mr.  Pasquier.  That  is  correct. 

Mr.  Chandler.  So  the  patients  from  Ritzville  are  very  likely 
going  to  go  to  Chehalis.  What  the  heck?  You  get  an  airplane  ride 
and  they  give  you  a  videotape  of  your  operation,  which  sounds  ter- 
rible to  me,  but  people  watch  those  things,  I  guess. 

So  the  people  in  Ritzville  are  left  without  that.  But  it  also  seems 
to  me  if  we  are  going  to  continue  to  provide  health  care  in  those 
communities,  it  may  have  to  be  in  something  other  than  a  full-serv- 
ice hospital,  something  that  can  provide  emergency  care  and 
maybe  an  overnight  stay  and  then  you  helicopter  them  to  Spokane 
or  Seattle  or  wherever  that  would  be. 

It  seems  to  me,  as  my  colleague  from  Michigan  was  talking,  that 
that  is  what  we  have  got  to  look  at,  is  something  that  recognizes 
both  of  those  needs,  because  I  don't  see  any  problem  in  Chehalis. 
They  are  doing  fine. 

It  may  be  that  you  could  even  ratchet  their  reimbursement  down 
some.  You  are  probably  not  going  to  hurt  any  of  the  hospitals  in 
the  major  communities  in  Seattle.  But  you  are  just  dying  to  say 
something,  I  can  see.  Go  ahead. 
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Mr.  Silvers.  I  think  there  are  three  issues  I  wrote  down  while 
you  were  talking  and  I  think  your  comments  are  very  well  taken. 
One  is  the  question  of  how  acceptable  hospital  services  are. 

Do  you  see  hospitals  as  a  collection  of  independent  things  that 
we  just  throw  together  and  that  is  a  hospital,  or  do  services  really 
have  to  be  interlocked  in  some  sort  of  unique  way? 

I  think  what  we  have  seen  is  that  technology  has  allowed  much 
more  separation  of  services  than  we  had  before.  You  see  disintegra- 
tion or  the  disintermediation,  to  use  a  financial  term  of  a  hospital. 

I  think  that  is  a  public  policy  question.  How  much  of  that  separa- 
tion is  appropriate?  You  addressed  it  properly.  I  think  we  will 
probably  have  to  have  resize  and  reallocate  resources  around  that, 
particularly  for  the  rural  areas. 

The  second  issue  is  related  in  a  very  similar  way  to  substitution. 
What  can  you  substitute  outside  you  couldn't  do  inside?  I  see  this 
as  a  whole  continuum.  Fundamental  law  with  Federal  policy  is 
that  we  look  at  individual  segments,  whereas  this  surgery  is  on  a 
continuum.  It  includes  very  different  inpatient  surgery  on  the  90- 
year-old  person  that  has  multiple  problems,  to  hospital  outpatient 
surgery,  to  the  freestanding  ambulatory  surgical  center,  to  the  doc- 
tor's office. 

One  really  has  to  say  what  is  best  for  the  patient.  That  makes  it 
extremely  difficult  because  we  don't  pay  that  way  and  don't  look  at 
it  that  way. 

The  third  has  to  do  with  financial  viability.  Any  organization  has 
a  certain  level  of  financial  flow  that  they  have  to  maintain  to  be 
viable.  They  have  certain  fixed  costs,  and  we  just  may  be  getting  to 
the  point  where  many  of  those  institutions,  because  we  have  had 
the  technological  change  to  pull  things  out,  simply  aren't  viable 
anymore. 

Now  that  raises  the  question,  do  you  want  to  make  adjustments 
for  sole  community  provider  status  and  things  of  that  sort  to  keep 
them  in  business?  Or  do  you  want  to  provide  enough  financial  pres- 
sure so  they  have  to  restructure  or  go  out  of  business  or  somehow 
help  themselves  out  of  the  box  another  way? 

But  I  think  your  points  are  extremely  well  taken  on  that. 

Mr.  Chandler.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Moody.  Thank  you. 

Dr.  Silvers,  do  you  think  that  our  resource  allocation  problems  in 
health  care  would  be  better  served  if  every,  quote,  ''keg"  stood  on 
its  own  bottom,  that  is,  every  health  care  service  paid  for  itself?  In 
other  words,  if  we  minimized  as  much  as  possible  the  cross-subsi- 
dies as  a  general  principle? 

Mr.  Silvers.  The  economist  in  me  says  yes,  absolutely.  The  prob- 
lem is  that  not  all  services  have  an  obvious  paybacks;  sometimes 
you  have  some  standby  issues  and  things  of  that  sort. 

But  in  general,  I  think  the  principle  is  certainly  a  sound  one. 

Mr.  Moody.  We  are  always  going  to  have  the  problem  of  fixed 
costs,  overhead  cost,  the  allocation  of  which  is  always  going  to  be 
arbitrary. 

Mr.  Silvers.  Not  only  the  allocation  but  also  the  size.  That  is 
what  I  was  saying  before.  I  think  technology  has  changed,  so  you 
have  a  much  more  viable  operation  at  a  smaller  scale  than  we  ever 
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had  before,  and  that  puts  all  the  larger  institutions  at  a  huge 
degree  of  risk. 

Mr.  Moody.  Because  they  have  all  these  huge  fixed  costs  they 
have  to  cover,  and  they  have  to  use  some  sort  of  price  system  on 
variable  results  to  cover  a  fixed  nonvariable  overhead.  But  if  we 
are  going  to  achieve  efficiency,  a  certain  painful  amount  of  Darwin- 
ism may  have  to  take  place,  if  efficiency  and  cost  containment  are 
our  goals. 

So  you  think  we  would  move  to  the  system  where  wherever  the 
marginal  cost  of  surgery  in  a  free-standing  clinic  was  lower  than  it 
would  be  in  a  hospital,  we  would  have  a  price  system  which  re- 
wards that  and  encourages  that  to  take  place  in  that  location 
rather  than  the  heavy  fixed  cost  location.  Or  should  we  attempt  to 
subsidize  the  heavy  fixed  cost  location  through  cross-subsidies? 

Mr.  Silvers.  The  second  question  is  a  policy  question. 

Do  you  want  to  have  that  standby  capability  for  certain  types  of 
cases?  Related  to  that  is  a  quality  issue.  We  clearly  haven't  talked 
about  that  yet  today,  but  we  don't  know  enough  about  quality. 

Mr.  Moody.  We  will  never  know  enough  about  quality. 

Mr.  Silvers.  Exactly.  When  you  talk  to  physicians  about  why 
they  admit  some  patients  to  one  place  and  some  to  another,  it  in- 
evitably comes  down  to  the  fact  that  I  have  a  90-year-old  person 
who  has  multiple  problems  and  I  simply  am  not  going  to  take  the 
risk  of  doing  it  on  an  outpatient  basis  or  a  freestanding  basis. 

That  is  a  quality,  a  risk  issue. 

Mr.  Moody.  Certainly.  That  is  a  risk  assessment  issue. 

Mr.  Silvers.  I  think  that  is  an  element  that  would  modify  your 
initial  statement.  If  everybody  was  homogenous,  we  are  all  the 
same,  I  go  exactly  with  your  prescription.  If  we  wanted  to  subsidize 
backup  care  in  a  rural  or  urban  area  that  otherwise  wouldn't  have 
it  on  a  purely  economic  basis,  we  ought  to  make  that  a  purely  so- 
cioeconomic decision. 

Mr.  Moody.  In  some  sense  the  risk  is  immeasurable  and  in  some 
sense  an  externality. 

It  is  a  social  burden  that  should  be  allowed  for  and  won't  neces- 
sarily be  captured  by  any  market  transaction.  It  is  quite  apart 
from  the  price  faced  by  the  patient  or  whoever  is  paying  for  the 
patient. 

But  if  we  think  of  it  in  those  terms,  then  we  can  at  least  ap- 
proach it  with  sort  of  a  clean  file  in  our  mind.  I  am  wondering  if 
you  find  that  a  valuable  way  of  thinking  about  it? 

Mr.  Silvers.  Very  definitely,  because  then  you  can  address  the 
issue  Representative  Chandler  brought  up  about  the  rural  hospital 
in  his  State.  You  would  like  to  have  something  there,  but  you  don't 
necessarily  need  that  whole  hospital. 

Then  you  ask  yourself  how  much  am  I  willing  to  subsidize  that 
hospital  just  to  have  it  there?  That  is  very  difficult  question  con- 
ceptually considering  economic  circumstances. 

We  are  left  with  this  middle  ground  to  muddle  through. 

Mr.  Moody.  We  are  trying  to  achieve  those  kind  of  social  goals  or 
policy  goals  through  a  payment  system  which  at  best  is  very,  very 
fuzzy  for  establishing  those  goals;  is  that  not  correct? 

Mr.  Silvers.  Absolutely. 
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Mr.  Moody.  There  is  no  clear  relationship  between  that  goal, 
which  we  can  agree  on.  We  can't  expect  every  keg  to  be  totally  sup- 
ported on  its  own  bottom  because  of  these  joint  costs  or  externali- 
ties that  aren't  capturable  in  the  market  sense. 

But  if  we  don't  know,  if  we  use  the  wrong  instrument  to  achieve 
that  goal,  we  are  going  to  have  a  lot  of  inefficiencies.  This  is  a  basic 
axiom  of  policymaking,  particularly  economic  policymaking:  you 
need  at  least  as  many  instruments  as  you  have  goals. 

You  have  two  goals  and  only  one  instrument.  You  have  a  pricing 
instrument  here  but  you  have  several  goals,  standby  capacity,  allo- 
cate resources  on  a  case-by-case  basis.  Those  diverge. 

Using  one  instrument,  it  is  bound  to  give  us  a  very  inefficient 
outcome.  Do  you  agree? 

Mr.  Zimmerman.  I  definitely  do.  I  think  unfortunately  what  we 
are  talking  about  today  is  the  overall  problem  confronting  our 
health  care  system  beyond  just  the  issue  of  outpatient  surgery.  It  is 
just  a  basic  dilemma  we  are  faced  With  in  trying  to  achieve  those 
two  goals  and  how  to  go  about  doing  that. 

Mr.  Moody.  The  hospital  can  be  seen  as  a  multiproduct  firm 
with  lots  of  joint  costs?  Some  of  those  products  will  never  be  cor- 
rectly priced  because  they  just  can't  get  at  them  or  they  may  be 
social  goods  that  aren't  packageable,  bundleable,  and  can't  be  sold 
as  an  item.  Standby  capacity  may  be  the  one. 

I  am  just  trying  to  discuss  with  you  the  analytics  of  the  problem 
and  see  if  you  agree  with  me. 

Mr.  Silvers.  Just  to  expand  on  that,  I  have  had  this  image  in  my 
mind  of  where  all  this  will  wind  up.  We  will  wind  up  paying  all 
hospitals  something  in  line  with  the  marginal  cost  of  what  they  are 
really  doing  and  then  going  around  and  marketing  the  rest  of  it  to 
somebody  else. 

Would  you  like  to  go  to  this  hospital?  You  get  an  insurance 
policy  along  with  it  for  this  amount  of  money.  Would  you  like  this 
amount  of  standby  capacity,  Mr.  Businessman?  It  will  cost  you  this 
much  to  have  that  available. 

You  begin  to  think  about  elements  of  who  really  benefits  by 
those  social  externalities  and  inevitably  it  comes  down  to  the  Gov- 
ernment. There  is  no  question  that  those  externalities  can't  be  cap- 
tured by  the  marketplace  except  through  the  Government. 

Mr.  Moody.  Any  other  comment? 

Mr.  Zimmerman.  I  basically  agree. 

Mr.  Moody.  I  gather  there  is  a  fair  amount  of  cost  shifting  ap- 
parently going  on  now  between  the  months  non-OPD  and  the  OPD. 

Is  that  the  conclusion  you  have?  That  seems  to  be  implicit  in 
what  you  are  saying. 

Mr.  Zimmerman.  I  suspect  there  is.  We  didn't  go  out  to  try  to 
count  that  all  up.  At  one  hospital  we  visited,  the  people  there  were 
quite  clear  that  that  is  what  they  were  doing.  They  were  shifting 
cost  from  their  inpatient  to  their  outpatient  department,  and  their 
argument  was  they  weren't  making  any  money  on  inpatient  serv- 
ices, so  they  had  to  recover  it  somewhere  else. 

The  system  is  susceptible  to  that. 

Mr.  Moody.  So  their  argument  wasn't  economic,  it  was  survival? 
Mr.  Zimmerman.  Right.  The  system  is  susceptible  to  that,  and 
from  our  perspective,  it  is  one  that  we  are  going  to  have  to  deal 
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with  as  long  as  we  continue  reimbursing  on  a  cost  basis  where 
there  is  the  opportunity  to  do  that. 

Mr.  Moody.  The  system  is  not  only  susceptible  to  that,  but  as  we 
have  ratcheted  down  the  DRG  system,  it  is  almost  built  for  that, 
isn't  it?  It  is  almost  bound  to  happen. 

Mr.  Zimmerman.  It  is  like  an  escape  valve.  That  is  the  only  place 
the  costs  can  go  at  this  point — to  the  outpatient  side. 

Mr.  Moody.  Was  it  you,  Dr.  Silvers,  who  suggested  that  the  over- 
ages and  underages  here  of  the  cost-shifting  problem  tend  to  cancel 
out?  There  may  be  a  net  zero  approximately  in  the  long  run;  is 
that  your  testimony?  Did  I  draw  that  correctly  from  your  state- 
ment? 

Mr.  Silvers.  I  wish  I  had  better  evidence  on  that.  I  don't  have 
any  obvious  evidence  there  is  a  conspiracy  going  on  across  the 
board.  I  think  clearly  you  have  some  very  entrepreneurial  financial 
managers  who  found  out  how  to  do  a  good  job  in  setting  prices  for 
that  purpose. 

Mr.  Moody.  There  is  certainly  asjrmmetry  in  prices  here,  so  you 
assume  over  time  the  asymmetry  would  assert  itself  and  the  over- 
ages would  exceed  the  underages. 

Mr.  Silvers.  One  question  is  how  willing  is  the  business  commu- 
nity to  pay  those  prices?  If  they  aren't,  you  can  be  sure  they  aren't 
very  good  prices. 

Mr.  Moody.  In  my  business  the  purchasers  of  health  care  serv- 
ices are  becoming  more  and  more  sophisticated  on  how  not  to  pay 
cross-subsidization.  I  assume  that  is  happening  elsewhere. 

Mrs.  Johnson,  do  you  have  a  followup  question? 

Mrs.  Johnson.  Thank  you  very  much,  Mr.  Chairman. 

First  of  all,  your  discussion  just  concluded  regarding  overages 
and  underages,  your  acknowledgment  there  are  underages  is  very 
interesting  and  it  certainly  is  supported  by  the  data  that  has  been 
published  in  the  last  year. 

There  is  underreimbursement.  Would  you  not  agree? 

Mr.  Zimmerman.  There  could  be  some  situations  in  some  of  the 
hospitals.  The  range  of  payment  is  so  great  that  

Mrs.  Johnson.  When  your  figures  show  that  hospitals  are  losing 
on  50  percent  of  the  Medicare  patients,  you  have  to  assume  there  is 
some  underage. 

Mr.  Zimmerman.  On  the  inpatient  or  outpatient,  madam? 

Mrs.  Johnson.  Inpatient. 

Mr.  Moody.  That  is  different. 

Mrs.  Johnson.  I  understand,  but  it  is  all  Medicare.  If  they  are 
losing  on  their  inpatients,  on  50  percent  of  them,  then  there  is  un- 
derage in  their  hospital  system  and  they  are  forced  to  find  overage, 
are  they  not? 

Mr.  Zimmerman.  If  they  are  going  to  survive. 

Mrs.  Johnson.  I  think  that  ought  to  be  clear  in  the  record.  Earli- 
er on,  my  colleague  from  Michigan  kept  stressing  this  is  not  a 
matter  of  conspiracy  or  evil.  This  may  be  a  matter  of  simply  sur- 
vival. 

One  of  the  reasons  so  many  of  us  care  a  lot  about  what  happens 
to  hospital  payments  this  year  is  because  when  there  is  clear  evi- 
dence of  underage,  there  has  got  to  be  some  overage. 
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But  on  this  issue  of  separability  we  have  been  talking  about,  I 
look  in  the  long  term  and  we  pull  cataracts,  simple  surgery  out  of 
the  hospital  base,  and  we  do  it  for  cheap.  Now  we  are  pulling  CT 
scans  out  of  the  hospital  base,  doing  it  for  cheap,  40  percent  less, 
often. 

It  is  a  good  buy  to  take  it  out  and  stand  it  on  its  own.  But  if  you 
pull  all  of  these  things  out,  then  you  have  to  be  willing  to  reim- 
burse for  noncataract  or  complicated  eye  surgery  for  Medicare  pa- 
tients in  the  hospital  at  a  much  higher  rate  because  you  don't  have 
the  same  number  of  patients,  the  same  number  of  procedures,  to 
spread  the  costs  over. 

So  has  there  been  any  study?  Would  there  be  an  overall  savings 
to  separate  rates  and  take  some  out  to  an  outpatient  clinic  where 
they  can  provide  them  for  very  cheap,  if  you  look  at  the  very  cheap 
cataract  in  the  context  of  it  now,  more  expensive  inhospital  proce- 
dure, or  even  the  more  expensive  outpatient  complicated  cataract 
procedure? 

Mr.  Zimmerman.  I  don't  know  how  many  fall  in  the  latter  cate- 
gory, but  relative  to  inpatient  cataract  surgery,  the  outpatient  sur- 
gery is  by  far  the  more  predominant  and  there  certainly  is  an  im- 
pression that  for  the  most  part  they  are  relatively  simple  surgical 
procedures  that  can  be  performed  even  in  physicians'  offices. 

If  there  is  going  to  be  a  one-for-one  trade  it  would  clearly  move 
toward  the  disadvantage  of  the  hospitals.  If  they  were  to  lose  or 
have  their  outpatient-reimbursement  rate  set  at  the  ASC  rate,  they 
should  receive  more  reimbursement  for  the  inpatient  services. 

Mrs.  Johnson.  And  by  taking  cataracts,  it  makes  it  very  difficult 
to  see  what  the  implications  are  going  to  be  because  there  are  very 
few  complicated  cataracts  that  need  to  be  in  the  hospital,  and  it 
would  be  hard  to  have  a  higher  rate. 

What  I  am  trying  to  get  at  is  as  you  pull  services  out  of  the  hos- 
pital, what  is  left  gets  to  be  more  expensive  just  as  we  have  re- 
duced the  lengths  of  stay,  the  cost  of  each  day  has  been  greater. 

So  what  I  am  wondering  is  has  there  been  any  systemic  look  at 
the  overall  picture?  If  we  reduce  less  here,  will  we  save  money 
overall  or  will  we  just  shift  the  cost?  By  virtue  of  that  pattern,  we 
do  not  have  as  broad  an  access  to  care  as  we  have  in  the  current 
system,  or  do  we? 

We  have  to  be  able  to  document  we  would  save  money  and  not 
just  shift  where  we  put  it. 

Mr.  Zimmerman.  We  have  done  no  such  study  in  the  General  Ac- 
counting Office.  Maybe  ProPAC  has  done  some  work  in  that  area. 

Mr.  Silvers.  Don  can  maybe  respond. 

Mr.  Moody.  Maybe  I  can  add  a  point  before  you  respond.  Clearly 
when  you  have  cross-subsidizations,  there  are  a  lot  of  complexities 
here.  If  the  cross-subsidization  is  going  on,  if  you  take  the  less  ex- 
pensive and  move  them  outside  the  multiproduct  firm,  have  called 
the  hospital,  clearly  you  are  going  to  raise  the  unit  cost  of  what  is 
left  because  you  have  to  spread  the  overhead  over  future  proce- 
dures. 

That  is  the  question,  as  I  understand  it.  I  think  the  answer  is  ob- 
viously yes.  But  the  other  deeper  question  that  goes  with  that,  I 
think,  has  to  be  does  that  rationing  down,  does  that  pressure  lead 
to  cost  savings  down  the  line? 
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That  is  the  whole  point  of  the  DRG.  We  know  there  are  painful 
adjustments,  but  it  was  the  lack  of  sufficient  pain  that  led  us  to 
turn  to  DRG's  because  there  wasn't  an  efficient  constraint  to 
reduce  costs. 

So  of  course  you  may  not  save  money  if  cost  is  cost  in  some  fixed 
sense,  but  you  can  over  time  if  costs  can  be  brought  down.  I  think 
you  need  to  dynamize  the  answer  to  the  question.  It  has  to  be  a 
dynamic  answer,  not  a  static  answer. 

Mr.  Silvers.  I  think  just  to  put  a  slightly  different  slant  on  it,  in 
my  mind  it  is  a  question  of  whether  it  is  a  cross-subsidy  which  im- 
plies those  costs  are  in  a  sense  appropriate  in  terms  of  being  under- 
paid in  one  place  and  overpaid  in  another,  or  whether  it  is  the 
great  balloon  theory  that  says  the  institute  has  so  much  it  has  to 
pay  and  for  whatever  purposes  you  present  here  and  it  is  going  to 
pop  out  over  here. 

You  find  the  rhetoric  going  both  directions.  The  latter  is  not  very 
convincing  in  my  view  because  it  says  we  have  an  organization 
that  is  trying  to  preserve  itself  in  whatever  form  it  needs,  and  it  is 
going  to  iSnd  some  way  to  pay  for  that,  regardless. 

Cross-subsidies,  we  have  got  probably  legitimate  kinds  of  things 
we  are  doing,  and  somebody  is  not  paying  enough,  so  I  have  to 
overcharge  somebody  else  to  do  it. 

I  think  those  are  two  quite  different  points  of  view  you  need  to 
be  careful  with. 

Mr.  Moody.  You  agree  with  me  there  isn't  necessarily  the  same 
amount  of  air  in  that  balloon  down  the  line  as  you  change  incen- 
tive structure.  Right  now  if  you  squeeze  one  part  of  the  balloon, 
you  have  to  have  it  pop  out  somewhere  else. 

Mr.  Silvers.  In  the  short  run,  the  balloon  theory  is  a  better  de- 
scription. 

Mrs.  Johnson.  Except  I  don't  want  to  leave  it.  I  am  implying  if 
you  squeeze  one  part  of  the  balloon  it  pops  out  somewhere  else,  and 
that  is  all.  There  is  a  shrinkage  that  is  going  on,  and  there  is  a 
legitimate  amount  of  the  services  that  can  be  drawn  out. 

But  at  a  certain  point  you  must  be  willing  to  take  the  conse- 
quences, which  will  be  considerably  higher  rates  for  the  procedures 
that  are  left.  If  you  are  not  willing  to  pay  those,  then  you  will  end 
up  doing  what  Rod  suggested  earlier,  having  sort  of  an  emergency 
room  capability  in  a  rural  hospital  and  flying  people  for  cataracts. 

Now  that  may  be  OK,  but  it  may  not  be  OK. 

Mr.  Moody.  Let  me  respond  and  we  will  end  it  here  so  the  next 
group  can  come  forward.  You  are  absolutely  right  that  that  is  what 
you  will  have  to  have,  short  of  bankruptcy  or  insolvency,  but  you 
may  then  turn  to  another  instrument  which  says  we  are  going  to 
have  to  come  up  with  overhead  which  are  not  captured  in  the  DRG 
or  any  other  prices. 

That  is  back  to  my  theory  that  the  number  of  instruments  have 
to  be  equal  to  the  number  of  goals  in  mind. 

Thank  you  very  much. 

Mr.  Moody.  The  next  panel  we  have  is  Dr.  Donald  McWilliams 
Kessler,  president,  American  Association  of  Eye  and  Ear  Hospitals, 
and  executive  director.  Wills  Eye  Hospital,  Philadelphia,  PA. 

We  have  Paul  Rettig,  executive  vice  president,  American  Hospi- 
tal Association. 
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We  have  John  T.  Henley,  Jr.,  M.D.,  president,  Federated  Ambu- 
latory Surgery  Association,  and  David  J.  Mclntyre,  M.D.,  president, 
San  Diego,  CA,  Outpatient  Ophthalmic  Surgery  Society. 

Why  don't  we  begin  in  the  order  I  introduced  you.  That  would  be 
acceptable. 

Is  Mr.  Kessler  here? 

STATEMENT  OF  DONALD  McWILLIAMS  KESSLER,  PRESIDENT, 
AMERICAN  ASSOCIATION  OF  EYE  AND  EAR  HOSPITALS,  AND 
EXECUTIVE  DIRECTOR,  WILLS  EYE  HOSPITAL,  PHILADELPHIA, 
PA 

Mr.  Kessler.  Yes.  Thank  you. 

My  name  is  Donald  McWilliams  Kessler,  and  I  am  president  of 
the  American  Association  of  Eye  and  Ear  Hospitals  [AAEEH]  and 
executive  director  of  the  Wills  Eye  Hospital  in  Philadelphia,  PA. 

Nationwide,  there  are  approximately  20  eye  and  ear  specialty 
hospitals,  and  the  AAEEH  represents  14  of  these  health  care  insti- 
tutions. 

I  am  pleased  to  have  this  opportunity  to  present  the  AAEEH's 
views  on  certain  issues  relating  to  the  fiscal  year  1990  budget,  espe- 
cially those  relating  to  payments  for  outpatient  hospital  surgery 
under  Medicare  part  B. 

I  wish  to  congratulate  the  committee  on  their  investigation  of 
this  very  important  matter  in  outpatient  hospital  reimbursement 
for  surgery.  I  thank  you  for  the  opportunity  to  comment. 

We  have  submitted  our  written  testimony,  and  I  would  like  to 
review  a  few  highlights  from  our  testimony  for  you,  if  I  may. 

The  eye  and  ear  hospitals  in  the  country  are  probably  5  or  6 
years  ahead  of  the  shift  from  the  inpatient  mode  of  surgery  to  the 
outpatient  side.  Therefore,  we  are  highly  dependent  upon  outpa- 
tient volume,  in  some  of  our  hospitals  up  to  50  percent. 

We  are  also  highly  dependent  upon  the  outpatient  or  ambulatory 
surgery  revenue.  In  some  of  our  institutions  that  is  up  to  70  per- 
cent of  the  revenues,  whereas  in  most  of  the  general  hospitals  in 
the  country,  probably  on  the  average  10  to  20  percent  of  their  reve- 
nues come  from  the  outpatient  side. 

We  have  served  very  large  Medicare  beneficiary  populations,  es- 
pecially relative  to  the  general  hospital  community.  Therefore,  we 
are  very  vulnerable  to  the  slightest  reductions  in  Medicare  pay- 
ment for  outpatient  surgery. 

In  1987,  we  expressed  our  concerns  to  Congress  that  eye  and  ear 
hospitals  are  significantly  different  from  the  free-standing  ASC's, 
and  Congress  granted  us  an  adjustment  to  remain  at  the  75-25  re- 
imbursement level  as  the  reimbursement  has  continued  to  decline 
for  the  other  hospitals  for  outpatient  work. 

We  have  recently  had  confirmation  of  our  early  1987  data  by 
ProPAC.  I  agree  with  so  much  that  ProPAC  says  and  with  very 
much  of  their  testimony  as  presented  today.  However,  we  depart  on 
some  significant  issues. 

They  reached  a  very  different  conclusion  than  Congress  did  in 
1987  based  on  a  cost-per-case  rationale.  They  stopped  short  of  con- 
sidering what  occurs  in  the  aggregate  in  our  hospitals  by  recom- 
mending that  our  adjustment  for  the  75-25  be  withdrawn. 
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In  other  words,  it  is  one  thing  to  take  a  small  loss  on  a  certain 
number  of  procedures,  but  if  those  procedures  represent  50  percent 
of  what  it  is  you  have  been  doing  for  Medicare  beneficiaries,  in  the 
aggregate  it  is  a  very  significant  departure  from  policy,  despite 
their  claim  that  there  is  little  or  no  change  in  policy. 

They  have  recommended  that  we  go  on  to  the  new  word  of  trib- 
lend  rate  for  outpatient  work  in  the  country^  at  least  as  an  interim 
move,  and  they  recommended  we,  the  eye  and  ear  hospitals  of  the 
United  States,  be  included  among  that. 

They  also  made  some  rather  specious  comments  about  economies 
of  scale,  and  again  their  assertion  there  is  no  significant  change  in 
policy. 

So  with  the  introduction  of  the  proposal  for  triblend  in  1989,  this 
year,  our  association  has  undertaken  a  study  by  Coopers  &  Ly- 
brand.  To  our  knowledge,  it  is  the  first  one,  and  I  believe  remains 
the  only  study  that  has  been  looking  at  the  impact  of  what  has 
been  occurring  with  the  transition  years,  with  the  successive  years 
of  cuts  in  payments  for  outpatient  work  in  hospitals,  and  takes  a 
look  at  what  happened  under  triblend. 

We  studied  10  of  our  hospitals.  These  10  have  lost  almost  $3  mil- 
lion under  the  current  75-25  blend.  That  is  about  10  percent  of 
their  revenues. 

Despite  ProPAC's  assertion,  there  is  a  significant  difference  at 
the  50-50  blend  level.  These  hospitals  would  lose  about  $5  and  a 
half  million  or  about  20  percent  of  their  revenues, 

ProPAC  has  said  this  is  insufficient  for  hospitals  and  ProPAC 
has  said  that  we,  the  eye  hospitals  in  the  country,  may  be  vulnera- 
ble. Well,  we  certainly  are  if  we  are  going  to  be  paid  20  percent  less 
than  our  costs. 

Our  analysis  has  shown  that  triblend  is  no  better  than  50-50.  It 
is  simply  a  budget-neutral  redistribution  of  the  same  pie.  If  we  are 
still  paid  20  percent  less  than  our  costs,  and  that  is  for  half  of  our 
cases,  we  see  no  rational  basis  for  triblend. 

We  are  concerned  that  Congress  may  take  a  fiscal  fix  approach 
to  part  B  through  wholesale  payment  reductions  geared  solely 
toward  deficit  reduction.  There  are  ways  of  programmatic  reform 
to  achieve  cost  savings  and  greater  physician  and  facility  value. 

We  were  told  that  it  is  not  Congress'  intent  to  eliminate  eye  hos- 
pitals. These  are  hospitals  where  quality  and  appropriateness  of 
care  for  our  beneficiaries  can  be  controlled. 

Twenty  percent,  at  my  hospital,  20  percent  of  the  cataracts  we 
now  do,  do  need  some  inpatient  care.  That  has  been  on  the  rise. 
Very  many  of  the  outpatient  surgeries  that  we  do,  do  require 
standby.  That  is  why  they  come  to  us.  These  are  also  the  hospitals 
where  cost  is  incurred  for  only  truly  needed  services  to  our  benefi- 
ciaries. 

The  American  Association  of  Eye  and  Ear  Hospitals  would  like 
to  work  with  you  on  the  following  recommendations:  First,  that 
Medicare  continue  to  recognize  the  unique  status  of  eye  and  ear 
hospitals;  second,  that  Congress  maintain  the  outpatient  surgery 
adjustment  at  the  75-25  for  the  eye  and  ear  hospitals  until  a  ra- 
tional alternative  is  developed;  third,  that  a  thorough  study  be  con- 
ducted of  what  is  truly  happening  in  hospital  OPD's,  freestanding 
surgery  centers  and  doctors'  offices;  and,  fourth,  that  Congress 
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design  a  predictable  prospective  payment  system  that  accounts  for 
advances  in  practice  and  technology,  the  setting  of  the  delivered 
service,  transition  time  and  for  reasonable  updates. 

Frankly,  I  am  very  troubled  that  the  current  proposals  may  rep- 
resent the  precursor  for  national  policy.  If  our  hospitals  are  guar- 
anteed 20  percent  less  than  their  costs  for  doing  outpatient  sur- 
gery, hospitals  will  be  phasing  out  of  outpatient  surgery  and  it  is 
going  to  be  dispersed  into  the  perhaps  lower  cost,  but  certainly 
lower  monitored,  less  controlled  settings  that  are  no  longer  under 
the  aegis  of  Medicare  that  our  hospitals  represent. 

I  thank  you  for  the  opportunity  to  comment,  and  I  would  be 
happy  to  answer  any  questions  at  the  conclusion  of  our  panel. 

Mr.  Moody.  Thank  you  very  much. 

[The  statement  of  Mr.  Kessler  follows:] 
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TESTIMONY  OF  DONALD  McWILLIAMS  KESSLER 
AMERICAN  ASSOCIATION  OF  EYE  AND  EAR  HOSPITALS 

Mr.  Chairman,  I  am  Donald  McWilliams  Kessler,  President  of  the  American 
Association  of  Eye  and  Ear  Hospitals  (AAEEH)  and  Executive  Director  of  the 
Wills  Eye  Hospital  in  Philadelphia,  Pennsylvania.  Nationwide,  there  are 
approximately  twenty  eye  and  ear  specialty  hospitals  and  the  AAEEH 
represents  fourteen  of  these  health  care  institutions.  I  am  pleased  to  have 
this  opportunity  to  present  the  AAEEH's  views  on  certain  issues  relating  to 
the  FY90  budget,  especially  those  relating  to  payments  for  outpatient 
hospital  surgery  under  Medicare  Part  B.  The  AAEEH  congratulates  the 
Chairman  on  his  efforts  today  to  address  what  we  feel  may  become  an 
issue  of  great  consequence   in  the  Medicare  budget  debate. 

During  this  legislative  session,  Congress  will  begin  to  consider  the  design 
of  a  prospective  payment  system  (PPS)  for  hospital  ambulatory  surgery 
performed  on  Medicare  beneficiaries.  The  overall  aim  of  the  system  will 
be  to  create  incentives  for  cost-effective  hospital  operations  similar  to 
those  inherent  in  the  inpatient  prospective  payment  system,  and  to  provide 
the  highest  quality  of  health  care  to  Medicare  beneficiaries. 

The  Department  of  Health  and  Human  Services  (HHS)  is  in  the  process  of 
developing  a  Medicare  prospective  payment  system  for  ambulatory  surgery 
and  will  make  recommendations  in  the  form  of  a  report  to  Congress  in 
April,  1989.  The  Prospective  Payment  Assessment  Commission  (PROPAC) 
is  required  to  submit  its  views  on  the  design  of  such  a  system  to  the 
Secretary  for  tns  consideration.  PROPAC  has  recently  developed  an 
ambulatory /Surgery  payment  proposal  that  combines  hospital-specific 
costs,  average  hospital  costs  adjusted  by  area  wages,  and  the  rate  paid  to 
freestanding  ambulatory  surgery  centers  (ASCs). 

Several  critical  issues  concerning  the  development  of  a  prospectively  paid 
system  for  ambulatory  surgery  are  of  interest  to  the  AAEEH.  In  this 
statement,  I  will  first  briefly  comment  on  the  relevant  FY90  budget  issues 
in  Medicare  Part  B.  Then  I  will  discuss  the  issue  of  the  continuation  of  the 
special  Medicare  payment  adjustment  for  eye  and  ear  specialty  hospitals, 
and  PROPAC's  related  recommendations.  I  will  then  discuss  proposals  for 
the  establishment  of  a  PPS  for  outpatient  surgery,  as  well  as  PROPAC's 
recommendations.  Finally,  I  will  make  a  few  recommendations  as  to  how 
the  AAEEH  feels  these  policies  and  legislative  proposals  should  be 
addressed. 

BACKGROUND  AND  DISCUSSION 

The  proportion  of  total  Medicare  Part  B  medical  and  surgical  services 
rendered  on  a  hospital  outpatient  basis  has  increased  over  time  as  a  result 
of  shifting  from  an  inpatient  hospital  setting  to  an  outpatient  hospital 
setting  due,  for  the  most  part,  to  advances  in  medical  technology  and  the 
implementation  of  the  inpatient  PPS.  During  the  1970's,  diagnostic  and 
surgical  technological  innovations,  such  as  laser  surgery,  enabled  more 
procedures  to  be  performed  on  an  ambulatory  basis. 
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Ambulatory  surgery  represents  a  portion  of  the  shift  of  services  to  the 
outpatient  setting.  This  shift  in  the  site  of  health  services  delivered  in  a 
hospital  is  a  phenomenon  that  Congress  encouraged  by  the  implementation 
of  PPS. 

Current  Medicare  payment  and  review  systems  encourage  the  use  of 
outpatient  services  when  medically  appropriate.  Medicare  PPS  creates  an 
incentive  to  minimize  the  number  of  services  rendered  to  the  patient  on  an 
inpatient  basis  by  performing  outpatient  services  such  as  pre-admission 
testing  or  early  discharge  planning  with  follow-up  clinic  visits.  More 
importantly,  the  Medicare  peer  review  organizations  (PROs)  review  cases 
to  ensure  care  was  rendered  in  an  appropriate  setting.  Medicare  will  not 
pay  for  any  services  performed  on  an  inpatient  basis  if  the  PRO  determines 
it  could  have  been  safely  performed  in  an  outpatient  setting. 

Use  of  outpatient  services  is  also  encouraged  by  the  increased  availability 
of  quality  services  on  an  outpatient  basis.  Many  services  that  were 
formerly  restricted  to  an  inpatient  setting  are  now  available  on  an 
outpatient  basis  either  because  of  innovations  in  medical  technology  or 
because  of  evolving  clinical  practice  patterns.  Economic  incentives  have 
also  played  a  role  in  the  shift  towards  outpatient  care.  Public  and  private 
purchasers  have  encouraged  care  on  an  outpatient  basis  when  appropriate 
and  safe  to  decrease  overall  health  expenditures.  Hospitals,  as  well  as 
non-hospital  providers,  have  responded  to  the  perceived  demand  for 
outpatient  services  by  providing  outpatient  alternatives  to  the  acute  care 
inpatient  setting. 

More  so  than  any  other  type  of  hospitals,  eye,  and  eye  and  ear  specialty 
hospitals  have  vigorously  responded  to  the  incentives  of  the  Medicare 
inpatient  PPS.  This  response  has  likewise  been  fueled  by  breakthroughs  in 
medical  technology  that  have  reduced  some  procedures  from  a  seven  day 
inpatient  hospital  stay  to  ones  that  can  safely  be  done  on  an  outpatient 
basis  in  one  day  or  less.  Therefore,  our  experience  may  shed  some  light  on 
what  may  be  in  store  for  general  acute  care  hospitals  as  they  move  more 
and  more  of  their  procedures  to  the  outpatient  setting. 

The  AAEEH  believes  that  the  design  of  a  new  payment  system  for  hospital 
outpatient  surgery  and  services  under  Part  B  of  Medicare  is  one  of  the  last 
and  most  critical  pieces  of  the  federal  hospital  payment  restructuring. 
For  numerous  reasons,  creating  a  PPS  for  hospital  outpatient  surgery  is  a 
significant  policy  decision  which  must  be  approached  carefully. 

There  is,  however,  a  disturbing  inf'jence  on  these  efforts.  The  AAEEH 
fears  that  the  development  of  FY90  budget  issues  related  to  Part  B  will  be 
driven  largely  by  the  desire  of  Congress  to  achieve  savings  with  regard  to 
physician  payments.  Thus,  decisions  regarding  payment  levels  for  Part  B 
hospital  outpatient  spending  may  receive  only  secondary  consideration. 
We  feel  the  design  of  an  equitable  Medicare  hospital  outpatient  payment 
reform  plan  may  be  jeopardized  by  imprudent  budgetary  decisions. 
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It  is  AAEEH's  hope  that  as  Congress  addresses  ways  to  reduce  the  federal 
budget  deficit,  it  will  not  lose  sight  of  the  fact  that  the  issue  of  a  well 
thought  out  payment  reform  plan  is  of  paramount  importance.  Precipitous 
FY90  budget  decisions  and  those  for  FY91,  FY92,  and  FY93,  i.e.,  the 
"out-years,"  will  likely  have  a  serious  impact  on  Congressional  ability  to 
adequately  and  fairly  provide  for  hospital  outpatient  payment  reform.  The 
opportunity  to  proficiently  design  this  most  important  component  of 
Medicare  payment  policy  must  not  be  diminished. 

MEDICARE  PART  B  BUDGET  ISSUES 

MEDICARE  HOSPITAL  OUTPATIENT  DEPARTMENT  SPENDING  AS 
COMPARED  TO  INPATIENT  SPENDING 

Medicare  expenditures  for  outpatient  services  have  increased  since  PPS 
began,  but  the  proportionate  effect  on  the  program  must  be  examined 
closely.  An  analysis  of  the  increase  in  Medicare  hospital  outpatient 
department  spending  as  compared  to  inpatient  spending  in  the  pre-PPS  and 
post-PPS  periods  (i.e.,  before  1983  and  since  1983)  reveals  that  the 
increase  in  outpatient  spending  is  no  where  near  the  drop  in  inpatient 
spending. 

Louise  B.  Russell,  Ph.D.,  recently  studied  the  effect  that  inpatient  PPS  has 
had  on  Medicare  expenditures  (Russell,  L.B.  and  Carrie  Lynn  Manning,  B.A., 
"The  Effect  of  Prospective  Payment  on  Medicare  Expenditures,"  The  New 
England  Journal  of  Medicine.  February  16,  1988.  pp.  439-444).  Her  study 
revealed  that  PPS  is  having  a  major  impact  on  Medicare's  hospital 
expenditures  and  that  the  savings  is  not  offset  by  an  increase  In 
outpatient  expenditures  (emphasis  added). 

In  fact.  Dr.  Russell  found  that: 

"[P]rospective  payment  has  reduced  Medicare  expenditures  from 
the  Hospital  Insurance  Trust  Fund  to  a  level  substantially 
below  the  levels  projected  shortly  before  the  introduction  of 
prospective  payment.  In  1980  dollars,  the  savings  in  1990  are 
estimated  to  be  about  $12  billion.  At  the  price  level  now 
expected  for  1990,  these  savings  amount  to  about  $18  billion. 
Whether  they  are  expressed  in  inflationary  adjusted  dollars  or 
in  1990  dollars,  prospective  payment  has  reduced  the 
expenditures  projected  for  1990  by  more  than  20  percent.  Our 
analysis  shows  that  this  reduction  has  not  been  offset  by 
higher  expenses  for  out-of-hospital  services;  at  most, 
prospective  payment  may  increase  the  expenditures  from  the 
Supplemental  Medical  Insurance  Trust  Fund  in  1990  by  about 
$0.6  billion  (in  1980  dollars).  (Russell,  p.  442)  (Emphasis 
added). 

In  its  June,  1988,  report,  PROPAC  noted  that  Medicare's  PPS  appeared  to 
have  contributed  to  slower  growth  in  medical  expenditures  for  the  nation 
as  a  whole,  indicating  that  any  cost  shifting  that  has  taken  place  has  not 
been  large  enough  to  offset  the  savings  produced  by  the  system  ("Medicare 
Prospective  Payment  and  the  American  Health  Care  System,"  Washington, 
D.C.:   Prospective  Payment  Assessment  Commission,  1988). 
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These  results  indicate  that  PPS  may  have  "helped  slow  the  growth  in 
national  [health]  expenditures,  which  are  expected  to  approach  $650  billion 
in  1990.  The  $18  billion  Medicare  savings  [Russell]  estimate[s]  for  that 
year  amounts  to  a  reduction  of  almost  3  percent  in  that  national  total.  The 
$18  billion  in  Medicare  savings  [Russell]  estimate[s]  for  that  year  amounts 
to  a  reduction  of  almost  3  percent  in  the  national  total."  (Russell,  p.  443). 

Although  it  is  reasonable  to  assume  that  implementation  of  the  inpatient 
PPS  would  shift  services  to  the  outpatient  setting,  no  "balloon  effect"  in 
spending  since  the  enactment  of  PPS  has  occurred,  and  proportionately, 
Part  B  hospital  outpatient  spending  is  not  "out  of  control"  as  some  have 
claimed. 

MEDICARE  HOSPITAL  OUTPATIENT  SPENDING  AS  COMPARED  TO 
PHYSICIAN  SERVICES  SPENDING  UNDER  PART  B 

According  to  data  supplied  by  the  Congressional  Budget  Office  (CBO),  from 
1988-90,  the  increase  in  Part  B  payments  to  physicians  will  account  for 
about  54%  of  the  total  Part  B  increase  (catastrophic  benefits  included),  or 
slightly  less  than  58%  if  catastrophic  benefits  are  excluded.  Physician 
services  accounted  for  about  62%  of  Part  B  spending  in  FY88  and  will 
decrease  to  approximately  60%  of  Part  B  spending  in  FY90. 

HOSPITAL  OUTPATIENT  DEPARTMENT  PAYMENT  RATES  AS 
COMPARED  TO  ASC  PAYMENT  RATES 

There  are  two  primary  settings  for  outpatient  surgery:  the  hospital 
outpatient  department  and  the  freestanding  ASC.  Section  9343(a)  of  the 
Omnibus  Budget  Reconciliation  Act  of  1986  [OBRA  86,  P.L.  99-509]  changed 
the  reasonable  cost  reimbursement  policy  for  hospital  outpatient  services 
and  replaced  it  with  a  per-procedure  payment  limit  in  the  case  of 
ambulatory  surgical  procedures  for  which  facility  payment  could  be  made 
to  a  freestanding  ASC. 

The  policy  change  is  effective  for  hospital  cost  reporting  periods 
beginning  on  or  after  10-1-87.  During  the  first  year,  aggregate  payments 
to  hospitals  for  facility  services  for  approved  procedures  is  the  lesser  of 
the  hospital's  cost  under  current  law  or  an  amount  based  on  a  blend  of  75% 
of  the  otherwise  allowable  hospital-specific  costs  per  procedure  and  25% 
of  the  freestanding  ASC  facility  rate  in  the  same  geographic  area.  During 
the  second  year  and  thereafter,  the  blend  would  be  50%  hospital-specific 
costs  and  50%  area  ASC  rate.  Annual  updates  in  the  ASC  rates  are  now 
required. 

According  to  a  recent  study  conducted  by  PROPAC,  the  payment  rates  for 
ASCs  and  the  blended  payment  amounts  paid  to  hospitals  for  ambulatory 
surgery  do  not  nearly  cover  their  costs.    If  hospitals  wero  reimbursed 

using  the  ASC  payment  rates  alone,  these  rates  would,  on  average,  be  38% 
less  than  the  outpatient  department  facility  costs  per  case.  And,  the 
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50/50%  blended  payment  rates  are  approximately  19%  less  than  OPD  costs, 
according  to  PROPAC.  Therefore,  under  current  payment  policy,  payment 
rates  are  severely  lagging  behind  costs. 

THE  ANNUAL  ASC  PAYMENT  RATE  UPDATE  AND  PROPOSED  RATE 
REDUCTIONS 

Section  9343(b)  of  OBRA  86  requires  an  annual  update  of  the  ASC  payment 
rates,  effective  for  services  furnished  after  6-30-87.  The  process  of 
updating  payment  rates  and  ASC  procedure  lists  should  be  an  integral  part 
in  the  development  of  a  PPS  for  ambulatory  surgical  services.  Certainty 
and  predictability  on  both  of  these  factors  is  critical;  unfortunately, 
hospitals  and  ASCs  have  been  subject  to  anything  but  certainty  and 
predictability. 

In  1988,  HCFA  recommended  a  17%  update  in  the  payment  rates  for  FY89 
(this  would  have  been  slightly  less  than  the  18.7%  increase  in  ASC  rates 
experienced  in  1987).  The  White  House  Office  of  Management  and  Budget 
(0MB),  however,  insisted  that  the  percentage  rate  of  increase  be  lowered 
to  a  mere  5%.  As  their  payment  rates  are  based  on  a  blend  of  hospital 
specific  costs  and  national  ASC  rates,  hospitals  are  directly  affected  by 
the  annual  rate  of  increase  determination.  As  the  payment  rates  already 
do  not  reflect  the  true  cost  of  delivery  for  ambulatory  services  in  hospital 
outpatient  departments,  the  mere  5%  payment  rate  increase  is  not 
adequate. 

HCFA  published  the  revised  ASC  rates  effective  for  services  performed 
after  7-1-88  in  the  Federal  Register  on  8-18-88.  No  final  notice  has  been 
published  to  date,  even  though  months  have  lapsed  since  the  proposed  rates 
were  published.  Furthermore,  significant  concern  has  been  expressed  as  to 
HHS'  authority  to  apply  these  rates  retroactively  to  7-1-88. 

Eye,  and  eye  and  ear  specialty  hospitals  are  deeply  concerned  that  the  ASC 
rate  increase  is  being  inappropriately  used  as  a  tool  to  achieve  federal 
budget  deficit  reductions  in  Part  B.  In  its  FY90  budget  message,  the  Bush 
Administration  has  proposed  outyear  reductions  in  hospital  outpatient 
payments  for  FY91  of  the  50/50%  payment  blend  minus  5%;  for  FY92,  the 
50/50%  payment  blend  minus  8%;  and,  for  FY93,  the  50/50%  payment  blend 
minus  10%.  The  Administration  has  also  proposed  to  hold  the  FY90  annual 
increase  in  ASC  payment  rates  to  5.7%.  Manipulating  the  ASC  rate  update 
merely  to  achieve  budget  savings  is  shortsighted,  unfair,  and  certainly 
does  not  lend  predictability  or  certainty  to  an  already  fragile  payment 
system. 

MEDICARE  PAYMENT  ADJUSTMENT  FOR  SURGERY 
PERFORMED  IN  EYE,  AND  EYE  AND  EAR  SPECIALTY 
HOSPITALS 
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BACKGROUND 

Up  until  FY84,  hospitals  were  paid  on  a  retrospective  basis  --  their 
reasonable  costs  of  providing  services  to  beneficiaries.  With  the 
enactment  of  the  Social  Security  Amendments  of  1983  (P.L.  98-21),  an 
inpatient  prospective  payment  system  for  paying  hospitals  under  the 
Medicare  program  was  established.  Under  the  system,  the  payment  rate  is 
dependant  upon  the  diagnosis  related  groups  (DRG)  classification.  These 
DRGs  are  expected  to  closely  relate  to  the  resources  devoted  to  the 
patients.  In  theory,  hospitals  are  paid  a  uniform  rate  adjusted  to  reflect 
variations  in  local  wage  levels,  urban  or  rural  location,  and  teaching 
status.  Services  performed  in  an  outpatient  setting  continued  to  be  paid  on 
a  reasonable  cost  basis  until  10-1-87. 

P.L.  98-21  also  strengthened  the  role  of  utilization  and  quality  control 
PROS,  which  are  usually  statewide  bodies  of  medical  professionals  under 
contract  with  HCFA  to  review  the  medical  necessity  and  appropriateness 
of  health  care  services  provided  under  Medicare.  Generally,  HCFA  requires 
PROs  to  review  procedures,  approve  the  admission,  and  to  deny  payment 
for  all  that  were  not  approved. 

Through  the  contract  process,  one  of  the  primary  duties  of  many  PROs  is  to 
assure  that  no  surgery  is  performed  on  an  inpatient  basis  if  It  can  be 
reasonably  performed  on  an  ambulatory  surgical  basis.  The  assumption 
behind  this  policy  is  that  ambulatory  surgery  is  less  expensive. 

•  AAEEH  ANALYSIS  OF  CURRENT  PAYMENT  RATE 

In  1987,  the  AAEEH  contracted  with  the  national  accounting  firm  of 
Coopers  and  Lybrand  to  perform  an  analysis  of  the  impact  of  the  new 
payment  system  on  a  representative  sample  of  AAEEH  member  hospitals. 
Complete  cost  reports  of  nine  of  these  institutions  were  analyzed  as  a 
representative  sample  of  the  nation's  eye,  and  eye  and  ear  specialty 
hospitals. 

This  analysis  indicated  that  the  payment  change's  financial  impact  on  eye 
specialty  facilities  would  be  a  reduction  in  Medicare  reimbursement  of  as 
much  as  16%  under  the  75/25%  blend  and  a  32%  reduction  under  the 
50/50%  blend;  and,  if  proceeding  to  100%  ASC  rates,  a  63%  reduction. 

•  MEDICARE  PAYMENT  ADJUSTMENT  FOR  EYE,  AND  EYE  AND  EAR 
SPECIALTY  HOSPITALS 

To  offset  the  impact  of  payment  system  changes  for  ambulatory  surgical 
procedures  on  eye  and  ear  specialty  hospitals,  Congress  enacted  an 
adjustment  to  the  Medicare  law  which  recognizes  the  magnitude  of  this 
source  of  revenue  for  these  types  of  facilities,  and  maintains  access  to 
these  unique  services  for  Medicare  beneficiaries. 


47 


The  payment  adjustment,  included  in  Section  4068  of  the  Omnibus  Budget 
Reconciliation  Act  of  1987  (OBRA  87,  P.L.  100-203),  retains  the  blended 
payment  rate  of  75/25%  hospital  specific  costs  and  the  ASC  payment  rate 
for  qualifed  eye,  and  eye  and  ear  specialty  hospitals.  The  75/25%  payment 
blend  reverts  to  a  50/50%  blend  for  cost  reporting  periods  beginning  after 
10-1-90. 

Qualifying  criteria  for  eye  and  ear  specialty  hospitals  seeking  the 
specialty  payment  adjustment  were  announced  in  the  Federal  Register  on 
1-26-89.  The  law  provides  that  a  qualifying  hospital  must  demonstrate 
that  it  specializes  in  eye  services  or  eye  and  ear  services  (as  determined 
by  the  Secretary);  receives  more  than  30%  of  its  total  revenues  from 
outpatient  services;  and,  was  an  eye,  or  eye  and  ear,  specialty  hospital  on 
10-1-87.  The  proposed  regulations  include  one  additional  criterion  that  a 
qualifying  hospital  must  meet,  i.e.,  it  must  have  more  than  60%  of  its 
Medicare  discharges  classified  into  the  DRGs  relating  to  diseases  and 
disorders  of  the  eye  or  ear,  nose,  and  throat  (i.e.,  DRGs  36  through  74). 

While  all  hospitals  which  provide  ambulatory  surgical  procedures  have 
been  affected  by  the  new  payment  system,  most  revenues  in  acute  care 
hospitals  are  generated  from  procedures  performed  on  an  inpatient  basis. 
The  institution  of  prospective  payment  for  inpatient  procedures  has 
shifted  many  procedures  to  the  outpatient  setting,  thus  revenues  from  the 
outpatient  setting  have  increased  in  importance  for  almost  all  acute  care 
facilities. 

Eye  and  ear  specialty  hospitals  have  in  recent  years  received  the  majority 
of  their  revenues  from  surgical  procedures  performed  on  an  outpatient 
basis.  And,  given  the  nature  of  their  specialty.  Medicare  beneficiaries 
comprise  most  of  their  patient  mix.  As  such.  Medicare  outpatient 
payments  make  up  a  high  proportion  of  to*al  revenues  for  these  specialty 
institutions.  These  and  other  factors  make  eye  and  ear  hospitals 
particularly  vulnerable  to  Medicare  outpatient  payment  changes. 

There  are  a  number  of  other  reasons  why  Congress  chose  to  grant  a 
Medicare  payment  adjustment  for  eye  and  ear  specialty  hospitals.  First, 
these  institutions  provide  a  very  limited  range  of  services  that  are 
covered  under  the  Medicare  PPS.  Their  extraordinary  specialization  in  eye 
and  eye  and  ear-related  ambulatory  surgical  procedures  is  most  beneficial 
to  the  elderly  Medicare  beneficiary.  As  such,  these  institutions  rely 
heavily  on  Medicare  patients  as  a  major  source  of  their  revenues.  In  most 
cases  outpatient  procedures  account  for  up  to  70%  of  eye  specialty 
hospital  revenues,  whereas  it  is  estimated  that  most  other  institutions 
obtain  only  10-20%  of  their  total  revenues  from  outpatient  procedures. 

Unlike  most  other  institutions,  however,  these  specialty  institutions  have 
less  flexibility  to  respond  to  shortfalls  in  Medicare  payments  because  of 
their  unusual  mix  of  payers  (e.g.,  high  Medicare  utilization  and  low  third 
party  payments),  and  particularly  since  they  have  fewer  private  paying 


patients.  There  is  little,  if  any,  margin  for  error  since  these  facilities 
have  very  limited  ability  to  recover  losses  from  other  sources. 

Recognition  was  given  to  the  higher  overhead  costs  experienced  by 
hospital  outpatient  departments.  Unlike  a  freestanding  ASC,  a  hospital 
cannot  close  its  doors,  turn  out  the  lights,  and  shut  down  at  five  o'clock. 
Additionally,  eye  specialty  hospitals  have  substantial  charity  care  loads 
and  training  and  education  programs  unique  to  hospitals  and  not 
experienced  by  freestanding  centers. 

Further,  consideration  was  given  to  the  numerous  cost  factors  that  are 
beyond  the  reasonable  control  of  eye  specialty  institutions.  Higher  costs 
in  eye  specialty  facilities  are  due  to  among  other  things,  greater  patient 
needs,  more  specialized  services  (e.g.,  24-hour  coverage),  and  equipment 
expenses. 

Hospitals  are  required  by  law  to  be  open  168  hours  a  week.  Freestanding 
ASCs  are,  on  the  average,  only  open  40  hours  a  week.  Also,  unlike  a 
freestanding  ambulatory  surgical  center,  all  hospitals  (including  and 
particularly  those  with  teaching  and  research  responsibilities)  have  the 
following:  24-hour  emergency  rooms;  beds  that  have  to  be  available  and 
maintained  on  a  continual  basis;  costly  requirements  of  the  federally 
mandated  Joint  Commission  on  Accreditation  of  Healthcare  Organizations 
(fire  and  safety,  utilization  review,  quality  assurance);  Equal  Employment 
Opportunity  standards;  existing  labor  agreements;  and,  extensive  financial 
reporting  requirements  from  third  party  agencies. 

Finally,  of  critical  concern  to  eye,  and  eye  and  ear  specialty  hospitals  is 
the  potential  problem  of  adverse  selection  causally  created  by  the 
implementation  of  the  revised  method  of  payment.  It  is  generally  believed 
that  surgery  provided  in  a  hospital  outpatient  department  is  safer  than 
surgery  provided  in  a  surgical  center  since  the  resources  of  the  hospital 
itself  are  available  for  emergency  back-up.  The  presence  of  this 
emergency  back-up  has  lead  to  adverse  selection,  in  that  more  complex 
cases,  which  are  more  expensive  to  treat,  are  referred  to  hospital 
inpatient  and  outpatient  departments  rather  than  the  freestanding  centers. 

Eye  and  ear  specialty  institutions  are  the  premier  centers  for  specialized 
procedures.  They  are  major  referral  centers.  They  comprise  the  most 
innovative  teaching  programs  in  the  country,  and  they  routinely  treat  more 
severely  ill  patients.  For  all  of  these  reasons  Congress  granted  a  Medicare 
payment  adjustment  for  outpatient  surgery  performed  in  eye  and  ear 
specialty  institutions. 

PROPAC  RECOMMENDATIONS  ON  SPECIALTY  HOSPITAL 
PAYMENT  ADJUSTMENT 

PROPAC  has  confirmed  the  AAEEH  position  that  eye  and  ear  specialty 
hospitals  are  potentially  more  vulnerable  to  changes  in  Medicare 
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outpatient  surgery  payments  than  other  types  of  hospitals  even  though 
their  costs  per  case  are  comparable.  Three  compelling  factors 
demonstrate  the  potential  vulnerability  of  eye  and  ear  hospitals:  eye  and 
ear  specialty  hospitals'  relative  proportion  of  outpatient  services  versus 
other  services  is  high  (50%  range);  the  majority  of  eye  and  ear  specialty 
hospitals'  cases  are  in  payment  groups  5  and  6  (according  to  PROPAC 
analysis,  these  are  the  payment  groups  which  sustain  the  greatest 
reductions  under  current  Medicare  policies);  and,  eye  and  ear  specialty 
hospitals'  proportion  of  Medicare  utilization  is  much  higher  than  other 
acute  care  hospitals. 

Based  on  their  cost  per  case  analysis,  PROPAC  has  recommended  that 
Medicare  payment  for  ambulatory  surgical  procedures  performed  in  eye  and 
ear  specialty  hospitals  should  be  the  same  as  those  for  other  hospitals  and 
that  the  special  payment  adjustment  under  current  law  should  be 
discontinued. 

DEVELOPMENT  OF  A  PROSPECTIVE  PAYMENT  SYSTEM  FOR 
AMBULATORY  SURGERY 

Congress  implemented  a  new  payment  methodology  for  facility  services 
provided  by  hospital  outpatient  departments  in  conjunction  with 
ambulatory  surgery,  effective  for  cost  reporting  periods  beginning  on  or 
after  10-1-87  (Omnibus  Budget  Reconciliation  Act  of  1986,  OBRA  86,  P.L. 
99-509).  Since  then,  hospital  outpatient  departments  performing 
procedures  approved  for  ambulatory  surgical  centers  are  paid,  in  part, 
according  to  the  prospective  payment  methodology  now  used  for 
ambulatory  surgery  centers. 

For  cost  reporting  years  beginning  during  FY88,  the  blend  is  75%  outpatient 
department  costs  and  25%  ASC  rate.  Foi  cost  reporting  years  beginning 
FY89  and  thereafter,  the  blend  is  50/50%. 

The  freestanding  ASC  rate  is  required  to  be  updated  annually.  On  8-18-88, 
HCFA  announced  that  the  1988  price  increase  for  ambulatory  surgery 
center  payment  rates  would  be  an  average  5.5%  versus  the  17%  increase 
recommended  by  HCFA  initially.  In  its  FY90  budget  proposal,  the  Bush 
Administration  recommended  to  hold  the  increase  in  ASC  rates  to  5.7%. 

Congress  clearly  intended  that  the  use  of  a  blended  rate  for  ambulatory 
surgical  procedures  be  an  interim  step  towards  the  institution  of  an 
all-inclusive  PPS  for  ambulatory  surgery  procedures  provided  in  hospital 
outpatient  departments.  The  law  calls  for  the  development  and 
implementation  of  such  a  system  by  10-1-89.  While  physician  fees  would 
not  be  included  in  that  rate,  all  other  facility  and  professional  services 
would  be  included. 

Toward  that  end,  OBRA  86  requires  the  HHS  Secretary  to  submit  an  Interim 
report  to  Congress  by  4-1-88  concerning  the  development  of  such  an 
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all-inclusive  PPS  for  ambulatory  surgery.  The  Secretary  submitted  his 
interim  report  on  6-28-88.  The  contents  of  the  report  are  based  on  data 
analysis  from  the  Fall  of  1987.  In  general,  the  interim  report  presents 
background  information,  a  conceptual  framework  for  the  design  of  the 
payment  system,  and  a  discussion  of  relevant  developmental  activities. 

The  Secretary  is  required  to  submit  a  final  report  to  Congress  no  later 
than  4-1-89  with  recommendations  concerning  implementation  and 
development  of  a  final  PPS  for  ambulatory  surgery  by  10-1-89.  The 
interim  report  indicates  that  the  final  report  will  be  based  on  data 
analysis  as  of  October,  1988.  The  Secretary  is  also  required  to  develop  a 
model  system  for  prospective  payment  of  all  hospital  outpatient  services 
other  than  ambulatory  surgical  procedures  and  submit  a  report  to  Congress 
concerning  the  model  system  by  1-1-91. 

The  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  87,  P.L.  100-203) 
law  provides  that  in  conducting  the  study  to  develop  a  PPS  for  outpatient 
ambulatory  surgery,  the  Secretary  is  required  to  consider  whether  a 
payment  differentia!  for  specialty  hospitals  is  appropriate.  The  law 
directs  the  Secretary  to  solicit  the  views  of  PROPAC  on  the  PPS  for 
ambulatory  surgery  and  on  the  model  reimbursement  system  for 
non-surgical  outpatient  services.  Such  recommendations  are  to  be 
included  in  the  Secretary's  reports  to  Congress  on  these  systems. 

PROPAC'S  VIEWS  ON  THE  DESIGN  OF  A  PPS  FOR 
AMBULATORY  SURGERY 

According  to  a  study  released  by  PROPAC  in  December,  1988,  hospital 
outpatient  department  (OPD)  facility  costs  per  case  for  ambulatory 
surgery  exceed  both  the  ASC  payment  rate  and  the  blended  payment  rate. 
The  study's  findings  also  revealed  that,  in  general,  hospital  outpatient 
department  costs  do  not  vary  substantially  by  hospital  group.  The 
Commission  found  that  the  variation  is  greater  between  hospital 
outpatient  department  costs  and  ASC  payment  rates. 

The  study's  results  showed  that  average  per  case  facility  costs  by  hospital 
group  ranged  from  a  low  of  $551  (rural  hospitals  with  less  than  50  beds) 
to  a  high  oi  $776  (urban  disproportionate  share  hospitals  in  metropolitan 
statistical  areas  greater  than  1  million).  If  hospitals  were  reimbursed 
using  the  ASC  payment  rates  alone,  these  rates  would,  on  average,  be  38% 
less  than  the  OPD  costs,  ranging  from  31%  to  44%.  Using  the  50/50% 
blended  payment  rate,  losses  would  range  from  $88  to  $172  per  case;  the 
blended  rates  are  16%  to  22%  less  than  OPD  costs. 

With  these  results  in  mind,  PROPAC  has  developed  a  PPS  for  ambulatory 
surgery  based  on  the  proposed  six  groups  used  for  payment  of  services 
furnished  in  freestanding  ASCs.  This  payment  rate  would  be  composed  of 
an  equal  blend  of  hospital-specific  costs,  average  hospital  costs,  and  the 
rate  paid  to  ASCs.    The  new  "tri-blended"  payment  rate  would  be  entirely 
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prospective  and  would  be  updated  annually. 

Separate  tri-blended  rates  would  be  established  for  each  of  the  six  groups 
of  services  furnished  in  ASCs,  under  the  PROPAC  plan.  PROPAC 
recommends  that  the  level  of  the  prospective  rates  should  be  the  same  in 
FY90  as  they  would  have  been  under  current  policy,  and  that  the  payment 
levels  be  budget  neutral.  PROPAC  also  assumes  that  capital-related  costs 
would  continue  to  be  paid  at  100%  as  is  current  policy. 

Finally,  the  PROPAC  plan  provides  that  payments  should  be  adjusted  to 
reflect  differences  in  area  wages  only.  PROPAC  recommends  that  these 
changes  in  hospital  outpatient  surgery  payment  policy  should  apply  to  the 
ASC  list  of  procedures  only,  and  that  other  Medicare  payment  provisions 
would  continue  for  non-list  procedures. 

With  the  assistance  of  the  national  accounting  firm,  Coopers  and  Lybrand, 
the  AAEEH  has  currently  assessed  the  potential  impact  of  PROPAC's 
tri-blended  rate  on  eye  and  ear  specialty  hospitals.  Results  of  this 
analysis  show  that  the  tri-blended  rate  is  18.3%  less  than  cost  based 
reimbursement  for  Association  members;  9.4%  less  than  the  current 
75/25%  blend;  and  1.6%  more  than  the  50/50%  blend. 

The  AAEEH  supports  the  PROPAC  position  that  the  50/50%  payment  level  is 
inadequate  reimbursement  for  hospitals.  Since  the  tri-blend  yields 
approximately  the  same  results  as  the  50/50%  payment  level,  however,  we 
do  not  support  this  alternative. 

RECOMMENDATIONS  ;t 

The  AAEEH  recommends  the  following: 

•  That  the  Medicare  program  continue  to  recognize  the  unique  operational 
and  service  characteristics  of  eye,  and  eye  and  ear  specialty  hospitals. 

•  That  Congress  maintain  the  outpatient  surgery  payment  adjustment 
(75/25%  blended  hospital  outpatient  department  surgery  rate)  for  eye, 
and  eye  and  ear  specialty  hospitals  until  a  rational  prospective 
payment  system  for  outpatient  surgery  is  implemented. 

•  That  Congress  recognize  that  data  availability  and  limitations  may 
constrain  the  development  and  implementation  of  a  workable 
prospective  payment  system  for  outpatient  surgery  and  services,  and 
that  a  thorough  analysis  of  the  benefits  and  disadvantages  of  the 
current  payment  scheme  to  the  Medicare  program,  the  providers,  and 
the  beneficiaries  must  be  undertaken. 

•  After  this  analysis  is  completed,  the  AAEEH  recommends  that  Congress 
design  a  prospective  payment  system  for  outpatient  surgery  and 
services  that  assures  adequacy  of  payment  and  access  to  high  quality 
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eye,  and  eye  and  ear  specialty  hospital  services. 

•  After  this  analysis  is  completed,  the  AAEEH  recommends  that  Congress 
design  a  prospective  payment  system  for  outpatient  surgery  that 
promotes  administrative  ease  and  predictability  while  accomodating 
appropriate  changing  practice  patterns  and  technological  advances;  the 
system  should  be  consistent  with  the  PPS  methodology  developed  for 
ambulatory  services. 

•  That  Congress  allow  for  an  adequate  transition  to  the  new  payment 
system. 

•  That  Congress  insure  that  reasonable  and  annual  updates  to  the 
freestanding  ambulatory  surgery  center  facility  payment  rates  occur  in 
order  to  guarantee  an  adequate  blended  payment  rate  to  hospitals. 

•  That  Congress  examine  the  need  for  improved  data  from  freestanding 
ambulatory  surgery  centers  as  these  data,  which  are  extremely  limited, 
are  the  foundation  for  establishing  the  ASC  payment  groups  and  rates. 

CONCLUSION 

Reforming  outpatient  surgery  payment  policy  is  a  complex  and  challenging 
initiative.  Clearly  what  is  needed  is  a  thoughtful,  unifor.m  payment 
system  for  outpatient  services  that  recognizes  the  differences  between 
different  sites  of  care,  and  with  a  sufficient  period  of  time  provided  for 
hospitals  to  efficiently  convert  to  the  new  system.  Just  as  important  is 
the  need  to  look  beyond  the  payment  mechanism  and  to  ameliorate  the 
effects  of  the  system  on  specialty  hospitals. 

The  administrative  costs  of  operating  the  system,  including  the  costs 
borne  by  providers  in  complying  with  billing  and  medical  review 
requirements,  should  not  exceed  the  savings  generated  by  increased 
efficiency  in  the  production  and  use  of  outpatient  services.  The  payment 
system  must  also  allow  Medicare  beneficiaries  access  to  the  appropriate 
level  and  type  of  outpatient  services.  While  these  basic  outpatient 
payment  principles  are  similar  to  inpatient  payment  principles,  the  unique 
features  of  the  outpatient  setting  dictate  different  demands  in 
establishing  an  appropriate  payment  mechanism. 

Of  greatest  significance  is  the  starting  point  for  this  policy  discussion, 
i.e.,  the  payment  level.  The  50/50%  payment  level  is  clearly  inadequate  as 
it  does  not  even  cover  a  hospital's  cost.  PROPAC's  tri-blended  payment 
rate  proposal  will  result  in  comparable  payment  levels  and  is,  therefore, 
not  a  better  alternative. 

The  combined  effects  of  Medicare  outpatient  payment  reform  and  ongoing 
changes  in  health  care  delivery  could  indeed  have  a  significant  impact  on 
the  costs  and  availability  of  the  highly  specialized  care  delivered  by  eye, 
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and  eye  and  ear  hospitals  to  Medicare  beneficiaries.  Certainly 
indiscriminant  and  wholesale  outpatient  surgery  payment  reductions  under 
Part  B  will  cause  irreparable  harm  to  these  specialty  hospitals  -  harm 
that  is  unavoidable  even  with  prudent  management  decisions  and 
efficiency  initiatives  on  factors  within  their  control. 

Eye  and  ear  specialty  hospitals  in  particular  may  be  vulnerable  if  the 
payment  system  does  not  reflect  their  unique  characteristics.  Similarly, 
quality  might  be  reduced  inappropriately  if  inadequate  revenues  constrain 
these  hospitals'  ability  to  care  for  patients  and  to  invest  in  specialized 
modern  technology  and  equipment.  Either  result  may  compromise  access 
to  care  and  could  jeopardize  the  specialty  hospitals'  ability  to  render  the 
highest  quality  care  they  have  traditionally  delivered. 

Because  these  institutions  are  particularly  vulnerable  to  Medicare 
payment  and  system  changes,  the  special  payment  adjustment  should  be 
extended  at  least  until  an  appropriate  adjustment  can  be  incorporated, 
where  appropriate,  into  the  PPS  for  ambulatory  surgery. 

Finally,  contrary  to  what  some  have  said,  Medicare  Part  B  spending  on 
hospital  outpatient  services  is  not  "out  of  control."  The  implementation  of 
the  inpatient  PPS  has  encouraged  a  shift  in  services  to  the  outpatient 
setting  when  appropriate,  but  no  "balloon  effect"  in  Part  B  spending  for 
hospital  outpatient  services  has  occurred.  Advocating  cuts  in  Part  B 
spending  for  hospital  outpatient  services  based  solely  on  the  inaccurate 
belief  that  such  spending  is  "out  of  control"  is  precipitous.  Likewise, 
Congress  should  not  feel  compelled  to  create  a  PPS  for  hospital  outpatient 
surgery  for  the  lone  purpose  of  deficit  reduction.  Instead,  the  AAEEH  urges 
Congress  to  carefully  scrutinize  the  current  Medicare  outpatient  payment 
policies,  and,  after  it  has  conducted  a  detailed  analysis  of  the  system,  to 
take  this  opportunity  to  create  a  well  thuught-out  prospective  payment 
mechanism  for  ambulatory  surgery  and  services. 

The  AAEEH  sincerely  appreciates  the  opportunity  to  present  its  views  on 
these  important  and  complex  issues.  We  look  fonward  to  working  with  you 
as  you  continue  to  examine  the  current  payment  system  and  begin  to 
consider  the  design  of  a  PPS  for  hospital  outpatient  surgery. 

Thank  you,  Mr.  Chairman.  I  would  be  pleased  to  answer  any  questions 
which  you  and  other  members  of  the  Subcommittee  may  have. 

American  Association  of  Eye  and  Ear  Hospitals 
Washington  Office 
c/o  Robert  Betz  Associates,  Inc. 
1010  Vermont  Avenue  N.W.,  Suite  1116 
Washington,  D.C.  20005 
(202)  347-1990 
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Mr.  Moody.  The  next  distinguished  speaker  is,  of  course,  Paul 
Rettig. 
Mr.  Rettig. 

STATEMENT  OF  PAUL  RETTIG,  EXECUTIVE  VICE  PRESIDENT, 
AMERICAN  HOSPITAL  ASSOCIATION 

Mr.  Rettig.  Mr.  Chairman,  I  am  Paul  Rettig,  executive  vice 
president  of  the  American  Hospital  Association  [AHA]  and  director 
of  its  Washington  office.  On  behalf  of  its  nearly  5,500  member  hos- 
pitals, I  appreciate  this  opportunity  to  present  AHA's  views  on  the 
subject  of  Medicare  ambulatory  surgery  payment  policy. 

It  is  a  privilege  to  appear  here  for  the  first  time  as  a  witness 
before  a  subcommittee  and  committee  for  whom  I  have  consider- 
able respect  and  affection.  I  was  an  employee  of  this  subcommittee 
and  committee  for  several  years,  so  it  is  a  pleasure  to  be  here  in 
this  capacity. 

The  discussion  in  question  that  has  preceded  my  testimony  on 
the  subject  of  possible  changes  in  payment  for  outpatient  ambulato- 
ry surgery  has,  I  think,  displayed  among  the  members  a  real  sensi- 
tivity to  the  kinds  of  concerns  that  the  American  Hospital  Associa- 
tion has  about  the  proposals  being  made,  principally  by  the  Pro- 
spective Payment  Assessment  Commission. 

We  start  with  an  indication  from  the  Commission  itself  that  the 
current  policy  represents  for  hospitals  perhaps  a  19  percent  under- 
payment. We  have  some  quite  unscientific  information,  about  the 
best  we  could  gather  from  among  our  own  hospitals,  that  suggests 
the  underpayment  problem  for  current  policy  may  be  on  the  order 
of  15  to  30  percent. 

We  think  ProPAC  did  the  best  they  could  with  the  data  available 
to  it,  but  even  ProPAC  points  out  very  clearly  that  the  data  has 
very  serious  flaws  to  the  point  that  in  changing  policy  we  would 
have  some  question  about  what  we  are  actually  doing. 

Members  may  recall  the  analogy,  if  I  may  make  it,  with  the  in- 
patient hospital  prospective  payment,  as  in  that  system  we  took  a 
lot  of  money  in  a  budget-neutral  fashion  in  the  first  couple  of  years 
and  shifted  it  around  among  hospitals. 

That  was  clamped  down  considerably,  however,  by  the  fact  that 
there  was  a  heavy  hospital-specific  component  and  heavy  regional 
component  which  only  eventually  washed  out.  As  it  washed  out 
and  as  payment  levels  clamped  down,  members  have  been  able  to 
experience  the  problem  of  trying  to  correct  that  where  it  became 
evident  that  some  institutions  were  really  hurting. 

It  is  hard  to  take  away  from  one  and  give  to  the  other.  Yet  what 
the  Prospective  Payment  Assessment  Commission  is  now  recom- 
mending on  an  interim  basis  is  without  full  knowledge  of  what  we 
are  quite  doing,  we  move  off  the  current  system  to  another  one, 
v/hich  is  only  an  interim  one,  because  they  suggest  the  data  are 
lacking  and  that  perhaps  as  soon  as  18  months  from  now,  they  will 
have  better  data  available  for  proceeding  with  policy  formulation. 

Our  suggestion  is  if  there  is  that  kind  of  problem,  data  will 
become  available  within  18  months.  If  it  is  a  budget-neutral  propos- 
al that  saves  nothing  but  redistributes  money  among  hospitals, 
wisdom  would  suggest  that  we  not  proceed  now  and  that  we  act  es- 
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sentially  on  a  moratorium  basis,  waiting  for  better  data  and  analy- 
sis to  become  available. 

Just  by  way  of  illustration,  ProPAC  itself  pointed  out  several 
flaws  in  the  data  it  had  available  to  it,  and  that  emerged  in  its  own 
analysis.  He  mentioned  just  a  few  of  them. 

One  was  the  claims  that  were  analyzed  excluded  one-fourth  of 
the  claims,  they  just  threw  them  out.  They  seemed  to  be  cases  in 
which  there  were  multiple  surgical  procedures.  There  is,  in  the  cur- 
rent payment  system,  a  way  of  handling  cases  in  which  there  is 
more  than  one  type  of  surgery  performed,  more  than  one  proce- 
dure, but  apparently  when  they  came  up  against  a  case  that  was 
coded  in  this  way,  they  threw  it  out. 

That  is  one-quarter  of  the  cases.  We  are  not  sure  what  that  is. 
We  don't  know  what  the  impact  of  it  is,  but  they  threw  a  quarter 
of  the  cases  out.  About  half  the  claims,  we  think,  were  probably 
coded  during  a  period  when  the  ambulatory  surgical  limits  were 
not  going  to  be  used  for  payment.  It  was  kind  of  a  practice  period 
in  which  people  are  getting  ready  for  the  new  system  and  they  are 
trying  to  code  cases  in  preparation  for  it.  They  knew  at  the  time 
that  those  cases  would  not  be  used  for  payment. 

The  analogy  with  prospective  payment  is  we  found  the  coding 
used  before  by  hospitals  well  before  they  were  thinking  a  prospec- 
tive payment  system  would  come  into  place  had  serious  flaws  be- 
cause the  motivations  are  not  the  same. 

If  you  are  coding  for  statistical  data  collection  purposes  and 
coding  for  payment  purposes,  the  incentives  and  the  accuracy  in- 
volved vary  considerably.  The  estimates  remain  as  you  have  heard 
from  data  taken  from  bills,  not  from  cost  reports. 

In  fact,  there  is  not  yet  a  cost  report  available  either  in  reporting 
form,  either  reporting  form  or  cost  information  for  the  first  full 
year  in  the  system  under  which  ambulatory  surgery  has  been  sub- 
ject to  this  new  approach. 

For  these  and  a  number  of  other  reasons,  I  would  encourage  the 
committee  to  think  that  the  appropriate  thing  to  do  is  to  observe, 
encourage  further  data  analysis  and  at  a  later  point  see  what  can 
be  done  about  changing  the  payment  system. 

That  concludes  my  prepared  statement. 

Mr.  Moody.  Thank  you  very  much. 

[The  statement  of  Mr.  Rettig  follows:] 
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SUMMARY 

The  past  eight  years  have  seen  a  dramatic  shift  in  where  surgery  is  performed 
as  well  as  dramatic  changes  in  Medicare's  policies  on  payment  for  outpatient 
surgery.    The  impact  of  these  changes  in  policy  is  unknown.    Only  two-thirds 
of  all  hospitals  have  completed  their  first  fiscal  year  subject  to  the  new 
payment  limits.    Reliable  data  on  the  impact  of  the  system  on  even  those 
hospitals  are  unavailable  due  to  delays  in  the  issuance  of  final  rules  and 
cost  reports  by  the  Health  Care  Financing  Administration  (HCFA).    In  the 
absence  of  reliable  and  valid  data,  no  further  steps  toward  the  implementation 
of  a  prospective  pricing  system  for  outpatient  surgery  performed  in  hospitals 
should  be  taken.    Congress  should  instead  require  the  Health  Care  Financing 
Administration  to  implement  the  refinements  in  the  ASC  payment  system 
authorized  by  Congress  in  1987.    The  proposal  of  the  Prospective  Payment 
Assessment  Commission  should  be  evaluated,  along  with  other  proposals,  as  part 
of  the  ongoing  effort  to  develop  a  viable  method  of  paying  for  outpatient 
surgical  services.    It  would  be  premature  to  adopt  the  recommendations  of 
ProPAC  in  the  absence  of  reliable  information  on  the  impact  of  current 
policies  and  a  careful  evaluation  of  the  impact  of  the  proposed  changes. 


INTRODUCTION 

Mr.  Chairman,  I  am  Paul  Rettig,  Executive  Vice  President  of  the  American 
Hospital  Association  (AHA)  and  Director  of  its  Washington  office.    On  behalf 
of  its  nearly  5,500  member  hospitals,  I  welcome  this  opportunity  to  present 
AHA's  views  on  the  subject  of  Medicare  ambulatory  surgery  payment  policy. 

Before  undertaking  any  fundamental  redesign  of  payment  methods,  it  is 
essentia!  that  the  impact  of  recent  changes  in  Medicare  payment  for  outpatient 
surgery  be  known.    Sound  payment  policy  should  rest  upon  sound  understanding 
of  the  extent  and  causes  of  variations  in  the  costs  of  outpatient  surgery 
among  providers.    No  change  in  payment  R:ethods  should  be  made  until  reliable 
data  on  the  impact  of  the  current  system  are  available  and  have  been 
evaluated.    Until  then,  Medicare  should  continue  to  pay  hospitals  for  surgical 
procedures  that  have  been  approved  for  payment  in  freestanding  Ambulatory 
Surgical  Centers  (ASCs)  on  the  basis  of  reasonable  costs,  subject  to  a  limit 
based  on  ASC  payment  rates.    The  limit  should  be  based  on  50  percent  of  the 
hospital's  actual  costs  and  50  percent  of  the  ASC  payment.    AHA  recommends 
this  action  because  the  magnitude  of  potential  reductions  in  payment  threatens 
the  ability  of  hospitals  to  continue  offering  access  to  the  range  of 
outpatient  surgical  services  currently  available. 
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Adoption  of  the  payment  method  proposed  by  the  Prospective  Payment  Assessment 
Commission  (ProPAC)  would  cause  significant  shifts  in  revenue  among 
hospitals.    The  experience  with  the  inpatient  prospective  pricing  system 
hasdemonst rated  that  such  substantial  shifts  should  be  made  only  when  the 
impact  is  known  and  intended.    The  financial  impact  of  the  ProPAC 
recommendations  cannot  be  evaluated  in  the  absence  of  more  specific 
information  on  several  key  issues.    It  would  be  premature  to  make  interim 
changes  in  policy  that  will  substantially  shift  revenues  in  ways  unknown  and 
unintended. 

THE  PROBLEM 

Since  the  inception  of  the  Medicare  program  we  have  seen  a  dramatic  shift  in 
the  delivery  of  medical  services  from  inpatient  to  outpatient  settings.  When 
the  program  was  created,  treatment  of  most  serious  illnesses  required 
admission  to  a  hospital.    All  surgical  procedures  requiring  general  anesthesia 
were  performed  only  on  an  inpatient  basis.    Beginning  in  the  1970s, 
technological  advances  made  it  possible  to  perform  much  surgery  on  an 
outpatient  basis.    In  1983,  outpatient  surgery  accounted  for  less  than 
one-fourth  of  total  surgical  procedures.    Between  1983  and  1987,  however, 
inpatient  surgery  declined  by  nearly  one-fourth  (22.7  percent),  while 
outpatient  surgery  nearly  doubled.    As  a  result,  by  1987  more  than  40  percent 
of  all  surgical  procedures  performed  in  hospitals  were  performed  without 
admitting  the  patient. 

These  trends  have  had  a  particularly  dramatic  impact  on  Medicare.    The  rate  of 
increase  in  inpatient  expenditures  was  sharply  curtailed  in  1985,  while 
expenditures  for  outpatient  services  increased  at  a  moderately  faster  rate 
than  in  the  five  years  prior  to  the  enactment  of  prospective  pricing  and  the 
Peer  Review  Organization  amendments.    The  faster  growth  of  expenditures  for 
outpatient  hospital  services  is  attributable  to  two  factors:  utilization, 
including  changes  in  the  mix  of  outpatient  services  provided  to  Medicare 
beneficiaries,  and  increases  in  the  cost  of  providing  care,    it  is  important 
to  disentangle  the  contribution  of  each,  however,  as  different  policies  are 
needed  to  ensure  appropriate  utilization  and  to  promote  efficient  use  of 
resources  in  providing  care. 

The  rapid  growth  in  outpatient  utilization  was,  in  large  part,  an  explicit 
goal  of  Medicare  policies.    In  the  first  round  of  PRO  contracts,  each  Peer 
Review  Organization  adopted  goals  for  moving  surgery  from  inpatient  to 
outpatient  settings.    These  goals  could  be  achieved  because  the  diffusion  of 
new  surgical  technology  and  techniques  made  it  easier,  safer,  and  more 
acceptable  to  provide  services  on  an  outpatient  basis.    In  response  to  these 
developments  an  increasing  number  of  providers,  both  hospitals  and  others, 
began  offering  outpatient  surgery.    The  increased  availability  of  services 
itself  made  it  possible  for  many  patients  to  seek  beneficial  treatment  who 
might  previously  have  foregone  surgery  because  of  inconvenience  or 
unwillingness  to  be  admitted  to  a  hospital. 

To  date.  Congress  has  adopted  a  two-part  strategy  to  address  rising  outpatient 
expenditures  by  promoting  appropriate  utilization  and  efficient  delivery  of 
care.    The  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985  directed 
PROS  to  begin  reviewing  the  appropriateness  of  outpatient  surgery,  and  the 
Omnibus  Budget  Reconciliation  Act  of  1986  imposed  limits  on  hospital  payment 
for  selected  outpatient  surgical  procedures  as  a  first  step  toward  the 
implementation  of  a  "prospective  pricing  system"  for  outpatient  surgical 
services.    Today's  hearing  concerns  the  appropriateness  of  taking  the  next 
step  toward  prospective  payment  for  outpatient  surgery. 

CURRENT  PAYMENT  SYSTEM 

Medicare  policies  governing  payment  for  outpatient  services  have  been  in  a 
state  of  flux  for  the  past  several  years.    Not  only  are  hospitals  themselves 
uncertain  about  the  method  and  amount  of  payment  to  be  made  by  Medicare,  but 
neither  Medicare  nor  other  federal  agencies  can  describe  with  any  degree  of 
reliability  the  impact  of  policy  changes  that  have  already  been  adopted. 
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Description 

The  payment  system  for  outpatient  services  distinguislies  between  those 
services  that  are  "approved"  for  payment  in  freestanding  ambulatory  surgical 
centers  and  all  other  surgical  procedures.    More  than  1,500  procedures  are 
approved  for  payment  when  performed  in  freestanding  ASCs.    These  procedures 
are  currently  grouped  into  four  procedure  categories,  although  HCFA  has 
proposed  increasing  the  number  of  procedure  categories  to  six.    In  addition, 
HCFA  has  proposed  the  implementation  of  a  fixed  fee  system  of  payment  for  the 
cost  of  lenses  used  in  the  treatment  of  cataract  patients. 

ASC-approved  procedures  performed  in  hospitals  are  reimbursed  on  the  basis  of 
a  blend  of  each  hospital's  costs  as  defined  by  Medicare  and  the  amount  that 
would  be  paid  if  the  procedure  had  been  performed  in  a  free-standing  ASC.  The 
costs  that  are  subject  to  the  limit  are  only  those  directly  related  to  the 
surgery.    Ancillary  service  costs  (e.g.,  laboratory  work  and  radiology)  are 
reimbursed  separately  either  on  the  basis  of  costs  or  a  fee  schedule  or  a 
combination  of  the  two.    The  ASC-payment  is  adjusted  for  variations 
inprevailing  wages  but  is  not  adjusted  for  indirect  costs  of  medical  education 
or  the  hospital's  involvement  in  caring  for  the  poor. 

Status 

On  October  1,  1987,  Medicare  issued  regulations  implementing  the  ambulatory 
surgical  payment  reforms  effective  with  hospital  fiscal  years  beginning  on  or 
after  that  date.    Revised  regulations  implementing  provisions  enacted  by 
Congress  that  were  to  have  been  effective  July  1,  1988,  were  issued  as 
proposed  rules  in  August  1988,  but  final  regulations  have  not  yet  been 
issued.    In  addition,  Medicare  has  yet  to  issue  a  final  cost  report  for  fiscal 
years  ending  on  or  after  September  30,  1988 — the  first  year  subject  to  the  new 
ambulatory  surgery  payment  policies.    The  effect  of  these  delays  is  to 
preclude  definitive  evaluation  of  the  impact  even  of  current  policies. 

I mpact 

Soon  after  the  issuance  of  the  final  regulations  in  October  1987,  AHA  prepared 
a  financial  impact  model  that  it  sent  to  all  of  its  member  hospitals.  This 
model  could  be  used  by  hospitals  to  collect  data  useful  in  anticipating  the 
impact  of  the  new  payment  system.    Initial  results  suggested  that  the  new 
policies  have  an  effect  on  payments  that  varies  widely  from  hospital  to 
hospital.    Because  the  hospitals  using  the  model  are  not  a  representative 
sample  of  all  hospitals,  it  is  impossible  to  generalize  as  to  the  likely 
impact  of  the  new  policies  on  the  average  hospital.    However,  several 
hospitals  either  using  the  AHA  model  or  preparing  their  own  estimates  are 
typically  anticipating  between  15  and  30  percent  reductions  in 
anticipated  Medicare  payments  as  a  result  of  the  new  payment  system. 

I ssues 

The  grouping  system  employed  by  Medicare  is  extremely  crude  and  does  not 
appear  to  describe  adequately  the  mix  of  patients  treated  in  hospital 
outpatient  surgery  programs.    For  example,  data  from  one  hospital  using  the 
AHA  impact  model  revealed  costs  that  varied  widely  within  each  payment 
category  depending  on  the  department  whose  patients  were  being  analyzed.  In 
other  words,  even  within  a  single  hospital,  the  ASC  categories  failed  to 
define  groups  of  patients  using  similar  resources. 

In  addition,  the  adequacy  of  the  prices  that  have  been  established  for  the  ASC 
procedure  categories  has  been  questioned.    The  prices  that  were  established  by 
Medicare  were  to  be  revised  this  past  summer.    Using  ASC  cost  data  froa  1986 
HCFA  recalculated  prices  for  each  ASC  procedure  category.    These  new  prices 
resulted  in  a  17  percent  increase  in  total  payments.    However,  the  prices  that 
were  published  in  the  Notice  of  Proposed  Rule  Making  had  been  reduced  to  hold 
the  increase  in  average  payments  to  5.5  percent.    The  reasons  for  the 
discrepancy  between  the  prices  that  were  initially  calculated  and  the  prices 
that  were  proposed  in  the  NPRM  have  not  been  adequately  documented  but  appear 
to  include  doubts  about  the  accuracy  of  the  cost  data  available  from 
freestanding  ASCs.    The  question  that  this  raises  is  whether  the  meaningful 
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esti mates  of  costs  for  individual  procedures  (or  groups  of  procedures)  can  be 
calculated  using  available  data.    Even  more  basic  is  the  question  of  whether 
the  prices  used  by  Medicare  result  in  payments  that,  in  aggregate,  cover  the 
costs  of  providing  outpatient  surgical  services  to 

Medicare  beneficiaries.  This  question  has  special  relevance  in  light  of  the 
ProPAC  recommendations  to  create  a  payment  system  that  is  based  on  estimated 
average  costs  for  each  of  the  six  proposed  ASC  procedure  groups. 

PROPAC  RECOMMENDATIONS 

ProPAC  was  directed  by  Congress  to  develop  recommendations  on  ambulatory 
surgery  payment.    Those  recommendations  were  included  in  the  1989  report  to 
the  Secretary. 

ProPAC  proposal 

The  ProPAC  recommendation  is  strikingly  similar  to  the  current  method  of 
payment  employed  by  Medicare.    It  makes  no  changes  in  the  method  of 
classifying  outpatient  surgical  procedures,  nor  in  the  scope  of  the  costs  that 
are  subject  to  the  limit.    The  only  substantive  changes  are  in  the  adoption  of 
a  fully  prospective  rate,  rather  than  a  limit  on  costs,  and  in  the  components 
of  the  proposed  rate. 

Blended  triple  rate.    Under  the  ProPAC  proposal,  hospital  specific  rates  for 
each  of  the  ASC  procedure  categories  would  be  blended  with  average  "hospital" 
rates  and  the  freestanding  ambulatory  surgery  center  rates.    This  proposal 
differs  from  current  policy  in  two  ways.    First,  it  bases  only  one-third, 
rather  than  one-half,  of  the  hospital's  payment  on  the  ASC  rate.    Second,  it 
is  fully  prospective:    none  of  the  hospital's  payment  is  to  be  based  on  the 
hospital's  actual  costs.    Instead,  a  hospital -specific  rate  is  to  be 
calculated  relying  on  a  hospital's  costs  in  a  base  period.    That  rate  is  to 
be  trended  forward  using  the  hospital  market  basket. 

All-inclusive:  operating  and  capital  costs.    The  proposed  ASC  rates,  like 
those  currently  in  use,  are  to  be  "all-inclusive,"  covering  both  operating  and 
capital  costs.    The  costs  to  be  covered  by  the  prospective  rate  are  only  those 
directly  related  to  the  surgery.    Ancillary  service  costs  are  to  be  reimbursed 
on  the  basis  of  costs  or,  in  the  case  of  laboratory  services,  on  the  basis  of 
a  prospective  fee  schedule,  and,  in  the  case  of  radiology  services,  on  the 
basis  of  costs  limited  by  the  application  of  a  prospective  fee  schedule. 

Price  adjustments.    Prices  are  to  be  adjusted  for  the  prevailing  level  of 
wages  paid  to  hospital  employees.    This  adjustment  is  to  be  based  on  the 
inpatient  PPS  area  wage  index,  rather  than  on  an  index  reflective  of  the  wages 
paid  to  the  staff  involved  in  outpatient  surgery.    ProPAC  recommends  no 
adjustment  for  either  the  indirect  costs  of  medical  education  or  for  the 
potentially  higher  costs  associated  with  treating  patients  with  low  income. 

Beneficiary  copayment  calculation.    Medicare  currently  requires  beneficiaries 
to  pay  20  percent  of  the  hospital's  billed  charges.    ProPAC  recommends  that 
beneficiary  copayment  be  limited  to  20  percent  of  the  total  payment  due  the 
hospital.    This  change  is  possible  because  the  hospital's  payment  is  based  on 
a  fully  prospective  price,  rather  than  costs  subject  to  a  retroactive 
settlement. 

AHA  evaluation 

The  financial  impact  of  the  ProPAC  recommendations  cannot  be  evaulated  in  the 
absence  of  more  specific  information  on  several  key  issues,  particularly  on 
the  methods  to  be  used  in  calculating  the  various  rates  and  setting  the 
relative  prices  of  each  category  of  ASC  approved  procedures.    ProPAC  itself 
acknowledges  the  limitations  of  the  existing  data  and  recognizes  the  need  for 
better  data  before  a  "permanent"  reform  in  outpatient  surgical  payment  is 
adopted.    Several  factors  limit  the  usefulness  of  the  ProPAC  analysis: 

0   One-fourth  of  the  claims  that  are  subject  to  the  ASC  payment  limits  were 
excluded  from  the  analysis.    The  claims  that  were  excluded  involve 
patients  requiring  multiple  surgical  procedures  and  who  are,  therefore, 
more  complex. 
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0   Perhaps  half  of  the  claims  included  in  the  analysis  were  not  subject  to 
the  current  ASC  limits.    The  coding  of  these  claims,  both  of  ASC 
procedures  and  of  charges,  is  likely  to  be  less  reliable  than  the  coding 
of  claims  that  are  subject  to  the  limits.    Coding  errors  affect  both  the 
calculation  of  payments  and  costs. 

0    Estimates  of  the  costs  subject  to  the  limits  were  derived  from  charge 
data  taken  from  bills  rather  than  from  cost  reports.    Such  estimates 
offer,  at  best,  a  general  indication  of  impact,  but  are  susceptible  to 
errors  arising  from  changes  in  the  cost-to-charge  ratios  of  individual 
departments  from  year  to  year  as  well  as  the  incorrect  "matching"  of 
departmental  charges  with  departmental  cost-to-charge  ratios. 

0    To  accurately  separate  costs  subject  to  the  new  limits  from  those  not 
subject  to  the  new  limits,  hospitals  must  modify  their  accounting 
systems.    These  changes  make  the  use  of  historical  data  to  project  the 
impact  of  the  proposal  tenuous  at  best. 

0   The  Health  Care  Financing  Administration  has  proposed,  although  it  has 
not  yet  implemented,  significant  changes  in  the  ASC  payment  system. 
Additional  changes  are  under  consideration  for  implementation  later  this 
year.    The  information  on  the  proposed  classification  of  procedures  and 
prices  for  each  ASC  group  is  not  available,  making  any  evaluation  of  a 
payment  system  relying  on  them  invalid. 

0   The  rates  established  for  each  hospital  will  be  particularly  vulnerable 
to  errors  arising  from  coding  mistakes,  changes  in  hospital  accounting 
systems,  and  the  exclusion  of  claims  from  the  base.    Without  reliable 
hospital -specific  rates,  a  reliable  projection  of  the  impact  of  the 
proposed  system  cannot  be  developed. 

Although  ProPAC  has  probably  made  the  best  possible  use  of  available  data, 
those  data  are  not  really  adequate  for  evaluating  the  impact  of  either  the 
current  or  the  proposed  system.    However,  these  limitations  mean  that  even  the 
'incremental"  reform  could  have  substantial  adverse  effects  on  the  ability  of 
hospitals  to  continue  meeting  the  needs  of  beneficiaries.  Hospitals 
themselves  are  uncertain  as  to  the  impact  of  the  current  system,  and  are,  of 
course,  unable  to  evaluate  the  impact  of  the  proposed  system,  as  they  do  not 
have  the  required  information  on  either  hospital -specific  or  average  hospital 
rates. 

In  the  absence  of  reliable  information  on  impact,  it  would  be  premature  to 
make  interim  changes  in  policy  that  will  substantially  shift  revenues  not  only 
among  hospitals  but  between  hospitals  and  other  providers.    The  experience 
with  prospective  pricing  demonstrates  the  difficulty  of  refining  such  a 
system,  as  each  refinement  causes  substantial  shifts  in  revenues  among 
hospitals.    In  effect,  adoption  of  ProPAC 's  recommendation  may  lock  in  a 
payment  system  that  more  complete  data  and  analysis  will  show  to  be  seriously 
f I  awed . 

Operational  impact.    The  major  operational  cost  that  would  be  incurred  under 
ProPAC 's  proposed  system  of  payment  would  involve  the  development  of  the  data 
needed  to  set  the  prices.    Once  the  hospital-specif ic,  hospi ta I- industry,  and 
ASC  rates  were  calculated,  the  system  would  be  no  more  costly  to  administer 
than  the  current  system.    However,  the  start-up  costs  are  likely  to  be 
substantial.    The  principal  cost  will  be  associated  with  setting  the 
hospital  -specif ic  rates.    As  noted  above,  cost  reports  identifying  the  costs 
associated  with  ASC-listed  procedures  have  not  yet  been  issued.  Presumably, 
these  costs  would  be  the  basis  of  the  hospital-specif ic  rates.    Before  rates 
could  be  calculated,  these  cost  reports  would  have  to  be  completed  and  audited. 

Hospital-specif ic  rate  calculations.  The  report  from  ProPAC  does  not  clearly 
specify  how  the  hospital-specif ic  rates  would  be  calculated  and  calls  for  the 
calculation  of  both  the  hospital  and  ASC  average  rates  using  current  methods. 
ProPAC  has  developed  a  system  that  could  be  implemented  but  has  not  addressed 
the  substantive  issue  of  whether  implementation  of  a  prospective  pricing 
system ^relying  on  available  tools  is  feasible  or  advisable. 
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Reliable  hospital -specific  rates  for  outpatient  surgical  procedures  cannot  be 
calculated.    The  major  barrier  is  the  availability  of  an  adequate  means  of 

both  describing  and  estimating  the  costs  of  either  individual  or  groups  of 
related  outpatient  surgical  procedures.    In  the  absence  of  such  methods  rates 
will  vary  substantially  in  response  to  both  transitory  changes  in  patient  mix 
and  other  factors  such  as  hospital  pricing  strategies.    The  hospital -specific 
rate  will  fail  to  reflect  changes  in  the  mix  of  procedures  performed  in  each 
broad  ASC  category.    In  addition,  each  time  the  ASC  procedure  categories  are 
revised,  the  hospital -specific  rates  will  need  to  be  recomputed,  adding 
substantially  to  administrative  costs. 

All  inclusive  rate.    The  proposed  inclusion  of  capital  costs  in  the  rate 
disregards  the  substantial  variation  in  capital  costs  among  hospitals  that 
precluded  the  incorporation  of  capital  into  the  inpatient  prospective  pricing 
system.    AHA  is  continuing  to  examine  the  methods  by  which  capital  might  be 
included  in  a  prospective  pricing  system.    The  problem  is  that  hospitals  at 
different  points  in  their  capital  cost  cycles  will  have  different  fixed 
capital  costs.    This  problem  also  is  likely  to  be  found  among  freestanding 
facilities,  albeit  in  a  less  acute  form,  as  most  were  created  within  the  past 
15  years. 

Data  from  Medicare  cost  reports  indicate  that,  within  the  operating  room  cost 
center  only,  capital  costs  as  a  percentage  of  total  costs  vary  substantially. 
In  50  percent  of  all  hospitals  the  ratio  of  capital  to  total  costs  is  greater 
than  17  percent  or  less  than  8  percent,  while  in  20  percent  of  all  hospitals 
the  ratio  is  greater  than  25  percent  or  less  than  5  percent.  Similar 
variation  is  found  in  recovery  room  capital  costs  and  the  other  cost  centers 
subject  to  the  ASC  limits.    The  extent  to  which  this  variation  is  attributable 
to  procedures  subject  to  ASC  limits  is  unknown,  but  the  range  of 
variation  raises  a  significant  issue  for  further  analysis. 

Adjustments  to  standardized  rates.    A  viable  prospective  pricing  system  must 
adjust  prices  for  factors  that  are  clearly  beyond  management  control,  such  as 
the  prevailing  level  of  resource  prices,  the  mix  of  patients  treated  and 
services  used,  and  the  impact  of  a  hospital's  involvement  in  graduate  medical 
education.    The  ProPAC  proposal  includes  an  adjustment  only  for  the  variation 
in  price  of  a  single  resource:  labor. 

The  proposed  use  of  the  inpatient  PPS  area  wage  adjustment  to  adjust 
ambulatory  care  prices  appropriately  recognizes  the  need  for  adjustments  to 
reflect  prevailing  wage  levels.    However,  there  has  been  no  study  to  determine 
if  the  PPS  wage  index  accurately  measures  the  variation  in  compensation  of 
those  hospital  employees  involved  in  ambulatory  surgery.    The  mix  of  employees 
involved  in  outpatient  surgery  differs  from  the  mix  of  employees  required  to 
provide  acute  inpatient  care.    As  a  result,  the  need  exists  for  a  wage  index 
specifically  keyed  to  surgical  services. 

ProPAC  has  not  addressed  the  appropriateness  of  adjusting  only  one-third  of 
the  price  for  variations  in  wage  rates.    Nor  has  ProPAC  addressed  the  need  for 
adjustments  for  variations  in  the  prices  of  other  resources  used  in  outpatient 
surgery.    Both  factors  are  potentially  significant. 

The  absence  of  adjustments  for  the  "indirect"  costs  of  medical  education  and 
the  costs  of  treating  the  poor  is  particularly  troubling.    To  keep  pace  with 
changing  practice,  hospitals  involved  in  the  training  of  surgeons  must  include 
outpatient  surgery  in  their  teaching  programs.    A  system  of  payment  that  does 
not  recognize  the  indirect  costs  of  medical  education  may  force  hospitals  to 
sharply  curtail  their  educational  programs,  jeopardizing  the  quality  of  the 
training  that  their  interns  and  residents  will  receive.    Similarly,  the 
absence  of  an  adjustment  for  the  potentially  higher  costs  associated  with 
treating  the  poor  may  force  hospitals  to  discontinue  offering  outpatient 
surgery.    However,  the  dearth  of  data  on  the  costs  of  outpatient  surgery 
precludes  both  the  study  of  this  important  question  and  the  development  of  an 
appropriate  adjustment  to  recognize  these  costs. 
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Beneficiary  copayment.    The  current  method  of  computing  copayment  requirements 
for  outpatient  surgery  imposes  a  disproportionate  burden  on  beneficiaries. 
The  proposed  method,  which  is  based  on  the  amount  that  Medicare  will  pay  for 
the  services,  would  redress  this  inequity.    However,  the  adoption  of  ProPAC's 
recommendation  should  not  be  allowed  to  reduce  total  payments  to  providers. 

Eye  and  ear  hospitals.    The  AHA  disagrees  with  ProPac's  recommendation  not  to 
continue  differential  payment  for  eye  and  ear  hospitals.    Again,  ProPAC's  own 
analysis  showed  that  these  hospitals  are  more  vulnerable  to  the  inadequate  ASC 
blended  payment  system  becasue  of  their  high  volume  of  outpatient  procedures. 
In  light  of  this  analysis,  the  payment  differential  should  be  continued. 

CONCLUSIONS  AND  AHA  RECOMMENDATIONS 

Medicare  clearly  needs  to  develop  a  viable  method  of  paying  for  outpatient 
surgical  services  that  creates  appropriate  incentives  to  improve  efficiency 
but  that  also  recognizes  important  differences  in  the  kind  of  care  provided  by 
hospitals  and  other  providers.    Current  payment  methods  are  subject  to 
constant  revision,  which  reduces  the  ability  of  providers  to  plan  and 
efficiently  manage  their  resources  and  which  adds  considerably  to 
administrative  costs  for  both  the  Medicare  program  and  providers.    AHA  is 
currently  studying  this  question  and  will  be  making  recommendations  on  the 
reform  of  outpatient  payment  policies  later  this  year. 

Before  undertaking  any  fundamental  redesign  of  payment  methods,  however,  it  is 
essential  that  the  impact  of  recent  changes  be  known  and  that  the  extent  and 
causes  of  variations  in  the  costs  of  outpatient  surgery  among  providers  be 
better  understood.    No  change  in  payment  methods  should  be  made  until  reliable 
data  on  the  impact  of  the  current  system  are  available  and  have  been 
evaluated.    Until  then.  Medicare  should  continue  to  pay  hospitals  for  surgical 
procedures  that  have  been  approved  for  payment  in  freestanding  ambulatory 
surgical  centers  on  the  basis  of  reasonable  costs,  subject  to  a  limit  based  on 
ASC  payment  rates.    The  limit  should  be  based  on  50  percent  of  the  hospital's 
actual  costs  and  50  percent  of  the  ASC  payment.    AHA  recommends  this  action 
because  the  magnitude  of  potential  reductions  in  payment  threatens  the  ability 
of  hospitals  to  continue  offering  access  to  the  range  of  outpatient  surgical 
services  currently  available.    To  address  the  possible  overpayment  for 
implantable  lenses  for  cataract  patients,  HCFA  should  proceed  with  the 
development  and  implmentat ion  of  a  fee  schedule  that  recognizes  clinically 
appropriate  variations  in  the  selection  of  alternative  technologies  as  well  as 
legitimate  variations  in  the  costs  of  lenses  to  providers. 

The  ProPAC  recommendations  present  an  interesting  and  important  option  for 
future  consideration.    However,  it  would  be  premature  to  implement  the 
recommendations.    No  reliable  estimates  of  the  impact  of  the  proposal  have 
been  made,  nor  can  one  be  made  until  HCFA  issues  final  cost  reports  for  the 
first  year  subject  to  the  limits  and  all  hospitals  have  completed  them. 
ProPAC's  own  analysis,  while  possibly  the  best  that  can  be  performed,  is  based 
on  incomplete  information  and  may  not  be  an  accurate  depiction  of  the  actual 
impact  of  either  the  proposed  or  current  systems.    Adoption  of  this  proposal 
would  cajse  significant  shifts  in  revenue  among  hospitals.    The  experience 
with  the  inpatient  prospective  pricing  system  has  demonstrated  that  such 
substantial  shifts  should  be  made  only  when  the  impact  's  known  and  intended. 
Subsequent  efforts  to  refine  the  system  will  be  more  difficult  once  the  first 
step  has  been  taken.    As  a  result,  the  next  incremental  step  should  be  taken 
only  if  the  ultimate  goal  has  been  defined. 
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Mr.  Moody.  Dr.  Henley. 

STATEMENT  OF  JOHN  T.  HENLEY,  JR.,  M.D.,  PRESIDENT, 
FEDERATED  AMBULATORY  SURGERY  ASSOCIATION 

Dr.  Henley.  I  am  Dr.  John  Henley,  president  of  the  Federated 
Ambulatory  Surgery  Association.  FAS  A  is  an  organization  repre- 
senting more  than  337  Medicare-certified  ambulatory  surgical  cen- 
ters dedicated  to  providing  high  quality  and  lower  cost  outpatient 
surgical  services. 

We  appreciate  the  opportunity  to  appear  before  the  subcommit- 
tee today.  The  first  ASC's  were  developed  in  the  early  1970's.  There 
are  now  about  1,000  ASC's  certified  by  the  Medicare  program,  over 
one-half  of  which  are  multispecialty  centers  which  literally  offer 
hundreds  of  surgical  services. 

These  are  not  unregulated  entrepreneurial  ventures.  All  Medi- 
care-certified ASC's  meet  rigorous  conditions  of  coverage  governing 
physical  structure,  management  and  quality  assurance  and  are 
generally  subject  to  State  licensure  requirements  similar  to  those 
required  in  hospital  outpatient  departments. 

Moreover  ASC's,  like  hospital  ambulatory  surgical  departments, 
are  subject  to  retrospective  utilization  review  by  peer  review  orga- 
nizations. The  growth  of  the  ASC  industry  has  been  remarkable 
and  can  be  attributed  to  a  number  of  factors;  advances  in  medical 
technology,  consumer  demand  for  the  convenience,  quality  and  per- 
sonalized service  offered  by  ASC's  as  an  alternative  to  hospitals, 
physician  interest  in  exercising  greater  control  over  the  surgical 
environment  and  recognition  by  hundreds  of  insurance  plans  and 
thousands  of  employers  that  health  care  costs  can  be  reduced  with- 
out compromising  quality  by  providing  incentives  for  consumers  to 
utilize  outpatient  surgical  alternatives. 

It  is  indisputable  from  the  standpoint  of  quality,  patient  safety 
and  surgical  results  that  the  ASC  environment  is  an  optimum  one. 
The  evidence  is  also  convincing  as  presented  to  you  today  that  ASC 
charges  and  reimbursement  are  often  hundreds  of  dollars  lower 
than  those  at  hospital  outpatient  ambulatory  surgery  departments. 

It  is  therefore  unfortunate  that  the  Medicare  program  has  not 
fully  maximized  beneficiary  access  to  ASC's.  The  reality  is  that 
with  the  exception  of  cataract  surgery,  Medicare  beneficiaries  typi- 
cally constitute  only  a  small  percentage  of  the  average  ASC's  total 
utilization  and  most  ASC's  perform  only  a  fraction  of  the  surgical 
volume  performed  by  hospital  outpatient  departments. 

It  is  also  important  to  note  based  upon  a  question  earlier  today, 
that  even  in  the  case  of  surgery  centers  performing  cataract  sur- 
gery, less  than  half  of  these  facilities  are  affiliated  with  a  physi- 
cian's office  practice. 

The  significant  majority  of  the  centers  that  I  represent  are  inde- 
pendent facilities,  independent  of  the  practices  of  the  physicians 
that  practice  surgery  there. 

The  reason  that  there  has  been  so  little  access  for  Medicare  pa- 
tients to  ASC's  is  inadequate  Medicare  reimbursement  rates  and 
the  failure  of  HCFA  to  cover  many  procedures  which  may  be  ap- 
propriately performed  in  ASC's  on  an  outpatient  basis. 
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The  initial  payment  rates  were  established  in  1982  and  were  in- 
adequate to  cover  ASC's'  costs  then  and  HCFA  provided  no  pay- 
ment rate  updates  for  5  more  years  until  Congress,  and  particular- 
ly this  committee,  mandated  that  the  ASC  payment  rates  must  be 
updated  annually. 

Finally,  in  1987,  ASC  reimbursement  rates  were  increased.  How- 
ever, because  of  the  additional  requirement  that  co-payment 
amounts  be  collected  by  ASC's,  the  Medicare  program  actually  re- 
duced payment  amounts  per  procedure  to  surgery  centers  at  that 
time. 

As  an  industry,  we  looked  forward  to  the  July  1,  1988,  update, 
the  first  which  would  be  based  upon  a  broad  survey  of  ASC's 
throughout  the  country.  Indeed,  our  enthusiasm  was  bolstered  by 
an  original  HCFA  draft  circulated  last  spring  which  recommended 
an  average  of  17.5  percent  increase  in  ASC  facility  rates. 

However,  by  the  time  the  final  rule  was  published  last  August, 
the  rate  proposal  had  been  blatantly  manipulated  to  achieve  short- 
term  savings,  resulting  in  an  average  facility  fee  increase  of  only 
5.5  percent. 

Ernst  &  Whinney,  in  a  study  commissioned  by  the  Outpatient 
Ophthalmology  Surgical  Society,  concluded  that  the  methodology 
used  by  HCFA  to  develop  the  proposed  rates  was  so  thoroughly  rid- 
dled with  conceptual  and  technical  errors,  the  resulting  rates  were 
totally  unreliable  and  in  no  way  representative  of  ASC's  actual 
cost. 

The  problem  is  amply  demonstrated  with  respect  to  the  facility 
fee  for  cataract  surgery.  Ernst  &  Whinney  collected  cost  and 
charge  information  from  a  representative  sample  of  20  facilities 
and,  applying  Medicare  cost  reporting  principles,  found  that  the 
actual  facility  cost  of  performing  cataract  surgery  is  $763,  or  23 
percent  higher  than  the  $620  rate  proposed  by  HCFA. 

Ernst  &  Whinney  also  conducted  a  survey  of  ASC's  to  ascertain 
their  cost  in  procuring  intraocular  lens  implants  during  cataract 
surgery  and  found  the  actual  cost  incurred  by  ASC's  is  $254,  26 
percent  higher  than  HCFA's  proposed  rate  of  $200. 

We  have  heard  discussed  today  the  issue  of  prudent  buying  by 
ambulatory  surgery  facilities  in  the  case  of  intraocular  lenses.  That 
is  an  important  consideration,  but  the  majority  of  the  centers  rep- 
resented by  our  organization  are  independents.  They  do  not  have 
access  to  the  large  buying  groups  that  hospitals  have  and  others 
may  have,  and  the  volumes  in  the  multispecialty  centers  perform- 
ing cataract  surgery  are  low  enough  that  it  is  very  difficult  to  get 
the  prudent  buying  that  seems  to  be  wanted  in  that  report. 

For  the  cataract  operation,  our  facilities'  highest  Medicare 
volume  procedure.  Medicare  is  proposing  to  pay  only  a  total  of  $820 
for  a  procedure  whose  costs,  when  applying  Medicare  cost  princi- 
ples, exceeds  $1,000. 

It  is  also  important  to  note  that  if  we  have  a  reasonable  fee  in- 
crease, it  will  help  hospital  reimbursement  rates  for  outpatient  sur- 
gery currently  and  even  under  the  ProPAC  proposals. 

Mr.  Chairman,  establishing  fair  ASC  payment  rates  makes  good 
public  policy  sense.  We  urge  Congress  to  take  whatever  action  is 
necessary  to  ensure  that  HCFA  adopts  appropriate  payment  rates 
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for  1988,  which  still  have  not  been  implemented,  and  1989  updates 
as  reflected  in  our  testimony. 

It  is  also  imperative  that  an  ongoing  cost  reporting  mechanism 
be  implemented  to  ensure  reasonable  and  timely  ASC  payment 
rate  updates  in  the  future.  FAS  A  also  supports  the  institution  of 
an  organized  systematic  process  for  the  review  and  updating  of  the 
ASC  procedures  list  to  ensure  beneficiary  access  to  the  high  quality 
and  lower  cost  ASC  setting. 

Many  procedures,  including  for  instance  vascular  access  proce- 
dures required  for  hemodialysis,  are  forced  into  the  higher  cost  in- 
patient and  hospital  outpatient  surgery  department  setting  because 
they  are  not  currently  on  the  list. 

Because  of  HCFA's  failure  to  add  procedures  to  the  ASC  list  on  a 
rational  and  regular  basis,  Medicare  expenditures  have  been  un- 
necessarily increased. 

We  support  the  concept  of  prospective  payment  to  all  providers, 
including  hospital  outpatient  surgery  departments.  However,  it  is 
important  that  the  prospective  rates  be  reasonable  and  that  any 
differential  between  hospital  outpatient  departments  and  ASC  re- 
imbursement be  related  to  documented  differences  in  cost. 

Over  the  years  Congress  has  responded  to  the  ASC  industry  and 
has  provided  an  alternative  delivery  system  in  which  beneficiaries 
have  enjoyed  state-of-the-art  care  in  ambulatory  surgical  centers. 

There  should  be  more  ASC's,  and  Medicare  patients  should  have 
better  access  to  ASC's.  This  will  not  occur  unless  HCFA  imple- 
ments Congress'  mandate  that  ASC  rates  be  reasonable  and  related 
to  cost  and  the  ASC  approved  procedure  list  be  updated  and  ex- 
panded using  reasonable  criteria. 

Without  these  reforms,  the  Medicare  Program  will  fail  to  take 
full  advantage  of  the  benefits  which  ASC's  provide  and  will  contin- 
ue to  pay  significantly  more  for  many  Medicare  beneficiaries'  sur- 
gical procedure  than  is  necessary.  ■  > 

Thank  you.  ■ 

Chairman  Stark.  Thank  you. 

[The  statement  of  Dr.  Henley  follows:] 
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Federated  Ambulatory  Surgery  Association 

Testimony  Before  the  House  Ways  and  Means  Committee 
Subcommittee  on  Health 
Hearings  on  Ambulatory  Surgery 

April  10,  1989 


The  Federated  Ambulatory  Surgery  Association  ("FASA")  is 
pleased  to  present  this  testimony  before  the  House  Ways  and 
Means  Subcommittee  on  Health  in  conjunction  with  the 
Subcommittee's  April  10,   1989  hearings  on  ambulatory  surgery. 

FASA  is  a  membership  organization  of  over  337 
Medicare-certified  ambulatory  surgical  centers  ("ASCs") 
dedicated  to  providing  high-quality  outpatient  surgical 
services.     FASA  members  furnish  care  in  a  wide  variety  of 
medical  specialty  areas,  including  ophthalmology, 
otolaryngology,  general  surgery,  urology,  plastic  surgery, 
gynecology,  orthopedics,  neurology,  oral  surgery,  dentistry, 
gastroenterology,   and  podiatry. 

FASA  commends  the  Subcommittee  on  Health  for  holding  these 
hearings  on  ambulatory  surgery  at  this  time.     The  number  of 
freestanding  ASCs  continues  to  grow;   at  this  time,  there  are 
over  900  Medicare-certified  ASCs.     Yet,  Medicare's  policy  with 
regard  to  ASCs  remains  schizophrenic;  while  recognizing  the 
cost  and  quality  advantages  which  freestanding  ASCs  offer,  the 
Medicare  program  has  consistently  failed  to  provide  payment 
rates  adequate  to  cover  the  costs  of  the  services  provided  to 
Medicare  beneficiaries.     In  fact,  when  rates  are  realistically 
adjusted  for  inflation,  ASCs  are  reimbursed  less  today  than  in 
1982,  when  Medicare's  reimbursement  program  for  ASCs  was 
implemented.     Actual  federal  outlays  for  procedures  performed 
in  ASCs  have  decreased  by  1.3  percent  per  procedure  over  the 
past  two  years.     We  are  hopeful  that  these  hearings  will  help 
to  focus  attention  on  the  failure  of  the  Health  Care  Financing 
Administration  to  provide  the  adequate,   reasonable  payment 
rates  which  are  necessary  to  continue  the  shift  of  surgical 
services  from  higher  cost  inpatient  settings  to  lower  cost 
freestanding  ASCs. 

We  firmly  believe  that  HCFA  should  be  encouraging  the 
growth  and  development  of  ASCs  in  every  possible  way.     The  ASC 
offers  the  Medicare  patient  care  of  the  highest  quality  at  a 
cost  that  is  substantially  lower  than  the  cost  of  hospital 
care.     Every  time  a  Medicare  patient  receives  care  in  an  ASC 
rather  than  a  hospital,   the  program  saves  hundreds  of  dollars. 
Without  fair  payment  rates,  however,  the  continued  growth  of 
this  sector  of  the  health  care  system  is  impossible.  Indeed, 
it  is  for  this  reason  that  Congress  has  taken  steps  to  ensure 
that  ASC  payment  rates  are  set  fairly  and  are  updated 
regularly.     HCFA's  failure  to  comply  with  these  directives  not 
only  violates  Congress'   instructions,  but  fails  to  reflect  the 
program's  own  best  interests  and  will  lead  ultimately  to 
higher,   rather  than  lower,  costs. 

I .       History  gf  AgCS 

ASCs  provide  high  quality,  cost-efficient  care  to  Medicare 
beneficiaries  and  other  patients  throughout  the  country.  ASCs 
comply  with  comprehensive  conditions  of  coverage  in  order  to 
participate  in  the  Medicare  program,   and  are  also  subject  to 
licensure  requirements  in  most  states.     Many  ASCs  voluntarily 
participate  in  private  accreditation  programs  operated  by  the 
Accreditation  Association  for  Ambulatory  Health  Care  and  the 
Joint  Commission  on  the  Accreditation  of  Health  Care 
Organizations . 

In  addition.  Medicare-certified  ASCs  throughout  the 
country  are  currently  subject  to  utilization  review  which  is 
more  rigorous  than  the  utilization  review  conducted  for 
virtually  any  other  ambulatory  care  provider.     Peer  Review 
Organizations  ("PROs")   are  required  to  conduct  utilization 
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review  in  all  states  on  a  retrospective  basis  for  a  5  percent 
sample  of  the  procedures  performed  in  ASCs ,  and 
pre-certification  review  by  PROs  is  required  for  all  cataract 
surgery,   bunionectomies ,   and  inguinal  hernias  --  surgical 
procedures  which  are  routinely  performed  on  an  outpatient 
basis.     The  high  quality  and  low  cost  of  care  provided  by  ASCs 
is  widely  recognized  by  patients,  physicians,   and  third  party 
payors . 

Freestanding  outpatient  surgery  centers,   commonly  known  as 
surgi-centers ,   same-day-surgery  centers,   or  ambulatory  surgery 
centers,  have  grown  in  scope  and  size  since  their  inception  in 
1970.     Before  1970,   outpatient  surgery  was  conducted 
infrequently,   and  only  for  relatively  minor  surgical 
procedures.     The  concept  of  building  a  surgical  facility 
unconnected  to  a  hospital,   for  the  sole  purpose  of  handling 
ambulatory  procedures,  was  first  introduced  in  1969  by 
Dr.  Charles  Hill  in  Providence,  Rhode  Island.     His  attempt  was 
unsuccessful;  however,   in  1970,  Drs.  Wallace  A.  Reed  and  John 
L.  Ford  opened  a  surgical  center  in  Phoenix,  Arizona  which 
today  serves  as  a  model  for  nearly  1,000  Medicare-certified 
ASCs. 

According  to  the  1988  SMG  Marketing  Report,  freestanding 
ASCs  had  a  total  of  2,414  surgical  suites  as  of  June  of  1988 
am"",   for  calendar  year  1987,   performed  1,470,236  surgical 
operations.     The  same  report  indicates  that  the  number  of 
freestanding  outpatient  surgical  centers  grew  from  529  in  1985 
to  654   in  1986  to  879  in  1987,   representing  a  23.6  percent 
increase  in  1986  and  a  34.4  percent  increase  in  1987.     The  same 
report  indicates  that  the  average  surgery  center  performs  1,633 
surgeries  in  2.5  operating  rooms,  with  660  procedures  per 
operating  room.     From  1985  through  1987,   the  number  of 
surgeries  performed  in  ASCs  doubled:     This  rate  of  growth  has 
not  been  experienced  by  any  other  health  care  facility 
alternative. 

A  number  of  factors  have  fueled  the  growth  in  ASCs. 
Advances  in  medical  technology  have  made  it  possible  to  conduct 
an  increasing  number  of  surgical  procedures  on  an  outpatient 
basis.     Moreover,   consumer  awareness  and  acceptance  has  grown 
significantly  over  the  past  several  years;  in  fact,  patients 
are  now  demanding  the  convenience,  quality,   and  personalized 
service  offered  by  the  freestanding  ASC  as  an  alternative  to 
hospital  care.     Moreover,  physicians  are  increasingly  seeking 
the  opportunity  to  perform  surgery  at  freestanding  ASCs,  in 
order  to  increase  the  efficiency  of  delivering  surgical 
services  to  their  patients  and  to  exercise  greater  control  over 
the  environment  in  which  their  patients  are  treated. 

A  major  factor  contributing  to  the  growth  in  ASCs  has  been 
the  increased  acceptance  by  third  party  payors,   including  Blue 
Cross/Blue  Shield  plans,   indemnity  plans,   and  managed  care 
plans.     At  this  stage,  FASA  estimates  that  virtually  all 
insurance  plans  offer  some  form  of  facility  reimbursement  for 
services  performed  in  ASCs.     In  fact,   a  number  of  third  party 
insurance  companies  are  following  the  federal  government's  lead 
by  requiring  the  use  of  outpatient  surgery  for  more 
procedures.     Many  of  these  insurance  companies  are  using 
financial  pressure  (higher  percentage  reimbursement  for 
outpatient  procedures)  to  encourage  physicians  and  patients  to 
utilize  outpatient  centers  except  in  high  risk  situations. 

It  is  extremely  important  to  keep  in  mind  that  the  primary 
impetus  for  the  development  of  ASCs  has  come  from  the  private 
sector,   and  that  due  to  the  inadequacy  of  the  Medicare  payment 
rates  for  ASC  services,  most  multi-specialty  ASCs  do  not 
actively  seek  out  Medicare  patients.     It  is  estimated  that 
25-30  percent  of  all  cataract  procedures  performed  for  Medicare 
beneficiaries  are  performed  in  ASCs  and,   in  fact,   according  to 
HCFA  estimates,  cataract  procedures  account  for  over  half  of 
all  procedures  performed  on  Medicare  beneficiaries  in  ASCs. 
However,  FASA  estimates  that,  with  the  exception  of  cataract 
surgical  services.  Medicare  beneficiaries  typically  constitute 
less  than  ten  percent  of  the  average  ASCs  total  utilization. 
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For  each  surgical  procedure  performed  in  an  inpatient  setting 
or  in  a  higher-cost  hospital  outpatient  setting,   rather  than  in 
a  Medicare-certified  ASC,   the  Medicare  program  incurs 
additional  expenditures.     Thus,   although  there  is  no  question 
that  the  ASC  industry  is  growing,  there  is  likewise  no  question 
that  the  Medicare  program  is  not  taking  full  advantage  of  the 
opportunities  which  ASCs  provide  to  lower  the  costs  of  health 
care  services  to  the  elderly. 

II .     The  Government's  Impact  on  ASCs 

A.       Medicare's  ASC  Program;  A  Historical  Perspective 

The  Medicare  ASC  program  was  established  pursuant  to  the 
Omnibus  Budget  Reconciliation  Act  of  1980.     That  legislation 
directed  HCFA  to  pay  qualifying  facilities  a  prospectively 
determined  standard  overhead  amount  for  the  facility  services 
provided  in  connection  with  certain  outpatient  surgical 
procedures  performed  for  Medicare  beneficiaries.     The  payment 
amounts  were  to  be  based  on  a  estimate  of  the  cost  generally 
incurred  by  ASCs  in  providing  those  services,   and  the  governing 
legislation  required  the  rates  to  be  updated  "periodically." 

The  initial  ASC  facility  rates  were  published  on  August  5, 
1982.     The  rates  were  based  on  data  from  only  40  ASCs  and 
ranged  from  $234  to  $336   (with  cataract  surgery  together  with 
implantation  of  an  lOL  paid  at  a  special  rate  of  $504).     It  was 
generally  recognized  throughout  the  ambulatory  surgery 
community  that  these  rates  were  inadequate  to  cover  ASCs'  costs 
—  a  result  of  the  small  sample  size  and  the  inherently 
inaccurate  "ratio  of  costs  to  charges  applied  to  costs  (RCCAC)" 
approach  employed  in  the  ratesetting  methodology.     However,  the 
ambulatory  surgery  community  also  recognized  that  HCFA  had  only 
limited  data  available  to  it,   and  that  implementation  of  the 
ASC  program  should  not  be  delayed  further  solely  for  the 
purpose  of  developing  more  accurate  rates. 

Further,   it  was  expected  that  the  rates  would  soon  be 
updated  using  better  source  data  and  a  more  accurate 
ratesetting  methodology.     In  fact,  HCFA  itself  stated  in  the 
August  1982  Federal  Register  Notice  that  it  planned  "to  collect 
cost  and  charge  data  from  ASCs  on  an  ongoing  sample  basis  and 
.    .    .  make  revisions  in  the  rates  as  necessary  to  maintain  the 
general  relationship  between  .    .    .  payment  rates  and 
facilities'  costs  that  the  statute  requires."     Despite  this 
commitment,   the  initial  rates  were  not  updated,   and  no  attempt 
was  made  to  collect  additional  cost  data  until  1986. 

In  addition  to  inadequate  payment  rates.  Medicare's 
initial  ASC  program  failed  to  provide  any  payment  whatsoever 
for  facility  costs  for  a  significant  number  of  procedures  which 
are  appropriate  for  performance  on  an  outpatient  basis.  More 
particularly,   the  Medicare  program  only  provides  facility 
payment  for  surgical  procedures  which  are  included  on  the  "ASC 
List  of  Covered  Surgical  Procedures"   (the  "ASC  list"). 
Although  there  is  widespread  consensus  in  the  medical  community 
that  up  to  50  percent  of  all  surgical  procedures  can  be  safely 
and  cost-effectively  performed  on  an  outpatient  basis,   the  1982 
ASC  list  included  only  approximately  100  procedures.     In  the 
initial  1982  Federal  Register  notice,  HCFA  expressed  its 
commitment  to  update  the  ASC  list  on  an  ongoing  basis,  with 
input  from  the  medical  community.     Despite  this  commitment,  the 
ASC  list  was  neither  reviewed  nor  updated  from  1982  until  1987. 

Finally,  during  the  mid-1980s,   freestanding  ASCs 
experienced  significant  competition  from  hospital  outpatient 
departments.     Due,  in  part,  to  the  implementation  of  the  PPS, 
many  hospitals  began  to  shift  surgical  procedures  from 
inpatient  settings  to  hospital  outpatient  units.  Since 
hospital  outpatient  departments  continued  to  be  reimbursed  on 
the  basis  of  "reasonable  costs,"  in  many  cases  hospital 
outpatient  departments  were  reimbursed  significantly  more  than 
freestanding  ASCs  for  essentially  the  same  surgical  services. 
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tJ.       The  Retorms  Enacted  by  the  Omnibus  Budget 
R^Cpnciliatipn  Act  pf  1986  

Congress  addressed  these  issues  in  the  Omnibus  Budget 
Reconciliation  Act  of  1986.     That  legislation  required  HCFA  to 
update  ASC  payment  rates  annually;   to  update  the  ASC  list  every 
two  years;   and  to  reform  the  payment  methodology  used  for 
hospital  outpatient  surgical  services  to  reduce  the  disparity 
between  the  amounts  paid  to  hospital  outpatient  departments  and 
the  amounts  paid  to  freestanding  ASCs .     Subsequently,   in  the 
Omnibus  Budget  Reconciliation  Act  of  1987,  Congress  required 
that  intraocular  lenses   ("lOLs")  be  reimbursed  as  a  component 
of  the  ASC  facility  rate  for  cataract  surgery  rather  than  on 
the  basis  of  reasonable  charges,   and  that  the  lOL  reimbursement 
amounts  be  reasonable  and  related  to  the  cost  of  acquiring  the 
lOLs  involved.     Unfortunately,  HCFA's  has  utterly  failed  to 
comply  with  these  statutory  mandates. 

1.       HCFA  has  Failed  to  Provide  Timely,  Reasonable 
Annual  Updates  of  the  ASC  Facility  Rates  Based 
on  the  Costs  of  ASC  Facility  Services.  

HCFA's  implementation  of  the  statutory  requirement  that 
ASC  rates  be  updated  annually  is  nothing  short  of 
embarrassing.     Despite  the  fact  that  Congress  required  periodic 
facility  rate  updates  since  the  inception  of  the  program,  HCFA 
was  not  prepared  to  base  ASC  rates  on  new  source  data  in  time 
for  the  July  1987  update,   and  the  July,   1988  update  has  not  yet 
been  issued,   nine  months  after  it  was  due  to  become  effective. 

Although  HCFA  collected  ASC  cost  and  charge  information  in 
1986,   the  1987  payment  rate  adjustment  mandated  by  the  Omnibus 
Budget  Reconciliation  Act  of  1986  was  not  based  on  the  new 
source  data;   rather,  HCFA  simply  adjusted  the  1982  rates  by  an 
across-the-board  18.7%,   based  on  the  Consumer  Price  Index  - 
Urban  ("CPI-U"),   in  an  attempt  to  compensate  for  inflation 
between  1982  and  1987.     Yet,   the  CPI-U  is  clearly  an  inadequate 
inflation  index  for  ASCs.     The  CPI-U  measures  such  items  as 
food  and  beverages,  housing,  wearing  apparel  and 
transportation,   and  does  not  adequately  measure  the  costs 
incurred  by  ASCs.     In  fact,  because  the  CPI-U  does  not 
accurately  capture  the  components  of  ASCs'   costs,   the  1987 
adjustment  did  not,   in  real  terms,  even  restore  the  rates  to 
their  1982  levels,   let  alone  correct  for  the  initial  inaccuracy 
built  into  the  1982  rates.     If  HCFA  had  used  the  Hospital 
Market  Basket  Index  ("HMBI"),   rather  than  the  CPI-U,  the  1987 
update  would  have  been  31.85  percent  rather  than  18.7  percent. 
Moreover,  because  Medicare  began  to  also  impose  a  20  percent 
coinsurance  requirement  on  ASCs'   facility  services,  actual 
federal  outlays  for  ASC  services  decreased  by  1.3  percent  per 
procedure  in  1987. 

On  August  18,   1988,  HCFA  published  proposed  rates  in  the 
Federal  Register .     HCFA  proposed  an  average  increase  of  5.5 
percent  over  1987  rates,  with  proposed  rates  ranging  from  $250 
to  $620  per  procedure.     For  lOLs ,  HCFA  proposed  a  flat  rate  of 
$200  per  lOL,   a  reduction  of  $150  per  lens  according  to  HCFA 
data.     Under  the  proposal,  ASCs  would  receive,  on  average,  $130 
less  per  cataract  case  than  they  do  at  present.     Fpr  thg 
typical  ASC  performing  cataract  surgery,   the  combined  effect  Of 
the  facility  rate  and  lOL  proposals  would  result  in  an  overall 
reduction  of  14  percent  compared  to  the  amounts  HCFA  now  pays. 

It  is  clear  that  the  1987  ratesetting  methodology  was 
blatantly  manipulated  solely  to  reduce  short-term  Medicare 
expenditures.     An  earlier  draft  of  the  HCFA  proposal,  dated 
March  3,  1988,  called  for  an  average  increase  in  the  facility 
fees  of  approximately  17  percent;  an  increase  in  the  cataract 
facility  payment  rate  of  11  percent  (from  $599  to  $667);  and  an 
lOL  payment  rate  of  $213. 

The  changes  made  to  the  March  3  draft  dramatically 
compounded  its  flaws.     For  example,  the  proposed  rates,  unlike 
the  March  3  draft,  make  a  number  of  blatantly  erroneous 
assumptions  with  regard  to  Medicare  utilization  of  surgical 
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services.     To  illustrate,   the  proposed  notice   (unlike  the  prior 
draft)   assumes  that  if  an  ASC  has  a  Medicare  utilization  rate 
Of  30  percent,   only  30  percent  of  its  cataract  procedures  are 
performed  for  Medicare  patients.     This  manipulation  of  the 
ratesetting  methodology  for  budgetary  purposes  is  an  obvious 
evasion  of  the  statutory  mandate  that  rates  be  based  upon  ASCs ' 
actual  costs. 

HCFA's  1988  ASC  rate  proposal  was  not  only  blatantly 
manipulated  to  achieve  short  term  savings,   the  methodology  used 
by  HCFA  to  develop  the  proposed  rates  are  so  thoroughly  riddled 
with  conceptual  and  technical  errors  that  the  resulting  rates 
are  totally  unreliable.     Indeed,   according  to  every  existing 
independent  measure  of  the  actual  cost  of  operating  an  ASC,  the 
1988  proposed  rates  are  inadequate  to  compensate  ASCs  for  their 
costs . 

The  statute  requires  that  ASC  facility  fees  be  based  on 
ASCs*  costs .     Yet  HCFA's  attempt  to  collect  information  about 
the  costs  attributable  to  specific  procedures  was  inadequate 
and  did  not  provide  information  sufficient  to  base  rates  on 
true  procedure  costs.     Instead,  HCFA's  1988  rate  proposal 
relies  upon  cost-to-charge  ratios  as  a  means  of  estimating  the 
cost  of  performing  a  procedure  by  examining  facilities'  charges 
for  that  procedure. 

The  ratio  of  cost-to-charges  approach  does  not  and  cannot 
ensure  that  the  rate  for  a  particular  procedure  bears  a 
substantial  relation  to  the  cost  of  performing  the  procedure. 
There  is  often  no  direct  connection  between  an  ASCs  costs  and 
its  charges  for  a  particular  procedure.     Charges  are  based  on  a 
variety  of  factors  that  may  be  entirely  unrelated  to  costs, 
such  as  charge  levels  of  competing  facilities,  reimbursement 
levels  by  third  party  payors,  and  the  administrative 
sophistication  of  the  facility. 

The  inappropriateness  of  using  cost-to-charge  ratios  for 
ratesetting  purposes  was  confirmed  by  a  study  performed  by  the 
national  auditing  and  consulting  firm  of  Ernst  &  Whinney  on 
behalf  of  the  Outpatient  Ophthalmic  Surgery  Society.  That 
study  measured  the  cost  of  cataract  surgery  performed  in  an  ASC 
setting.     After  collecting  cost  and  charge  information  from  a 
representative  sample  of  20  facilities,  Ernst  &  Whinney 
attempted  to  determine  the  relationship  between  facilities' 
costs  and  their  charges.     Ernst  &  Whinney  found  no  correlation 
between  actual  procedural  costs  and  charges.     This  finding 
demonstrates  conclusively  that  it  is  improper  to  use 
cost-to-charge  ratios  as  a  means  of  setting  payment  rates. 

FASA  recognizes  that  the  lack  of  reliable,  procedure- 
specific  cost  data  for  most  procedures  may  necessitate  at  least 
some  use  of  a  technique  based  on  a  cost-to-charge  ratio  for  the 
1988  ratesetting  cycle.     FASA  strongly  believes  that  there  is  a 
need  for  ongoing  cost  data  collection  and  would  be  pleased  to 
work  with  HCFA  to  develop  a  methodology  for  the  collection  of 
accurate  procedure-specific  cost  information  for  use  in 
developing  future  rate  updates.     However,   such  data  is  already 
available  for  cataract  extraction  with  implantation  of  an  lOL, 
which,   according  to  information  contained  in  the  August  18 
Notice,  constitutes  53%  of  all  procedures  performed  on  Medicare 
beneficiaries  in  an  ASC  and  accounts  for  66%  of  total  Medicare 
expenditures  for  ASC  services.     More  particularly,  using 
hospital  cost  reporting  principles.  Ernst  &  Whinney  found  that 
the  actual  facility  cost  of  performing  cataract  surgery  is 
$763.  or  23  percent  higher  than  the  $620  rate  proposed  by 
HCFA.     We  recommend  that  this  $763  rate,   rather  than  the 
methodology  described  in  the  August  18  Notice,  should  be  used 
for  setting  a  payment  rate  for  this  procedure.     For  other 
procedures,  the  rates  set  forth  in  the  March  3  draft  should  be 
used . 


-5- 


71 


2.       The  lOL  Payment  Rate  Proposed  by  HCFA  Is 

Inadequate  to  Cover  the  lOL  Costs  Incurred  by 
ASCs  .  


In  its  August,   1988  notice,  HCFA  proposed  an  lOL  payment 
of  $200.     This  payment  rate  was  based  upon  a  "study"  conducted 
by  the  Office  of  the  Inspector  General  ("OIG"),  which  surveyed 
the  lOL  costs  incurred  by  27  ASCs.     The  OIG  selectively  and 
arbitrarily  excluded  consideration  of  all  but  11  of  these  ASCs" 
costs.     A  study  performed  by  Ernst  &  Whinney  on  behalf  of  the 
Outpatient  Ophthalmic  Surgery  Society  confirms  that  the  average 
actual  costs  incurred  by  ASCs  for  lOLs  is  $254.     If  all  of  the 
data  collected  by  the  OIG  is  considered,   rather  than  excluding 
consideration  of  all  but  11  ASCs,  the  OIG  study  also  indicates 
that  an  lOL  payment  of  approximately  $254  would  be 
appropriate.     In  addition,   a  study  conducted  on  behalf  of  the 
Health  Industries  Manufacturers  Association  suggests  that  the 
lOL  payment  rate  for  ASCs  should  be  even  higher. 

We  understand  that  despite  uncontroverted  evidence  that 
the  $200  payment  rate  proposed  in  August  is  unsubstantiated  and 
inadequate  to  cover  lOL  costs,  HCFA  is  expected  to  adopt  the 
$200  rate  in  its  final  notice.     We  further  understand  that 
HCFA's  decision  in  this  regard  may  be  based,   in  part,  on 
consideration  of  data  collected  from  Veterans  Administration 
and  Canadian  hospitals  --  data  which  is  irrelevant  to  the 
rulemaking  process  and  which  has  not  been  made  available  to  the 
ASC  industry  for  analysis.     These  hospitals  can  purchase  lOLs 
at  volume  discounts  not  available  to  the  typical  ASC.  FASA 
strenuously  objects  to  the  adoption  of  a  $200  lOL  payment  rate, 
and  believes  that  any  objective  consideration  of  the  rulemaking 
record  establishes  that  such  a  rate  is  entirely  inadequate  to 
meet  the  statutory  mandate. 

3.      HCFA  Has  Failed  to  Institute  an  Organized 
Process,  Using  Reasonable  Criteria,  to 
Effectuate  Biannual  Updates  of  the  ASC 
Pr9Cg(3vrg5  Ligt,  

Under  the  Omnibus  Budget  Reconciliation  Act  of  1986,  HCFA 
is  required  to  update  the  ASC  Procedures  List  every  two  years. 
In  accordance  with  this  statutory  mandate,  HCFA  did,  indeed, 
expand  the  list  significantly  in  1987,   increasing  it 
four-fold.     However,   the  criteria  used  by  HCFA  to  update  the 
ASC  list  are  arbitrary,  numerical  criteria:     for  example, 
procedures  which  are  performed  less  than  20  percent  on  a 
hospital  inpatient  basis  are  excluded  from  the  ASC  list. 
Ironically,  strict  application  of  these  criteria  would  require 
deletion  of  cataract  procedures  from  the  ASC  list,   since  these 
procedures  are  now  performed  so  infrequently  on  an  inpatient 
basis . 

Because  HCFA  has  failed  to  establish  an  organized,  ongoing 
program  for  review  of  the  ASC  list,  we  are  concerned  that  the 
1989  update  will  be  inadequate.     As  we  understand  it,   the  1989 
update  will  simply  announce  HCFA's  decision  with  regard  to 
approximately  72  proposed  deletions  from  the  list  which  were 
originally  published  in  August  of  1987.     Yet,   it  is  clear  that 
the  1989  update  should  include  a  significant  further  expansion 
of  the  ASC  list. 

We  believe  that  HCFA  should  establish  an  organized, 
systematic  process  for  review  of  the  ASC  list,   involving  the 
participation  of  organizations,  such  as  FASA,  which  represent 
the  ASC  community.     Procedures  should  be  added  to  and  deleted 
from  the  list  on  an  ongoing  basis,  rather  than  every  two 
years.     Moreover,  a  process  should  be  established  to  enable 
ASCs  to  obtain  facility  reimbursement  for  procedures  which  are 
not  on  the  ASC  list  where  special  circumstances  require  that  a 
procedure  be  performed  in  an  ASC  setting.     Although  a  number  of 
procedures  can  be  safely  and  effectively  performed  in  an  office 
setting,  under  some  circumstances  an  outpatient  surgical 
facility  is  necessary.     We  would  be  delighted  to  work  with  HCFA 
to  establish  a  process  to  facilitate  more  orderly  and  timely 
ASC  list  updates  in  the  future,  and  to  establish  a  process  for 
obtaining  prior  approval  for  the  performance  of  office-based 
surgical  procedures  in  an  ASC  under  special  circumstances. 
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xv/.     iuc  ruture  u..  Hospital  outpatient  Department  and  ASC 
Reimbursement  

FASA  is  aware  that  Congress  and  HCFA  are  currently- 
considering  alternative  methods  for  paying  hospital  outpatient 
departments  for  surgical  services  rendered  to  Medicare 
beneficiaries.     FASA  firmly  supports  reasonable  reimbursement 
rates  for  hospital  outpatient  departments;  however, 
reimbursement  rules  should  not  result  in  a  significant 
disparity  between  reimbursement  allowed  for  ASCs  and  that 
allowed  for  hospital  outpatient  departments.     Over  the  past 
several  years,  many  hospitals  have  established 

hospital-affiliated  ASCs,  or  same-day  surgical  units,  which  are 
in  direct  competition  with  freestanding  ASCs.     Many  of  these 
units  operate  in  a  manner  similar  to  freestanding  facilities, 
and  do  not,   for  example,  maintain  24-hour  nursing  coverage. 
Thus,   today  more  than  ever,   the  reimbursement  rates  paid  to 
hospital  outpatient  departments  should  not  be  significantly 
higher  than  the  amounts  paid  to  freestanding  facilities,  except 
to  the  extent  justified  by  documented  additional  costs. 

We  are  intrigued  by  the  Prospective  Payment  Commission's 
proposal  with  regard  to  hospital  outpatient  surgical  services. 
We  support  the  concept  of  prospective  payment  for  all 
providers,   including  hospital  outpatient  departments.     It  is 
important  that  reimbursement  be  essentially  commensurate  with 
the  costs  incurred  by  a  reasonably  efficient  provider, 
regardless  of  the  setting.     Nonetheless,  care  must  be  taken  to 
ensure  that  any  differential  between  hospital  outpatient 
department  and  ASC  reimbursement  is  related  to  documented 
differences  in  costs. 

V.  Conclusion 

Over  the  years.  Congress  has  historically  recognized  the 
potential  of  ambulatory  surgery  to  lower  the  costs  of  health 
care  for  Medicare  beneficiaries  while  maintaining  the  quality 
and  increasing  the  convenience  of  care.     Thus  far,  with  the 
possible  exception  of  cataract  surgery,   the  advantages  of 
ambulatory  surgery  have  been  enjoyed  primarily  by  younger 
patients  who  are  covered  by  private  insurance  plans.  HCFA's 
failure  to  provide  reasonable  payment  rates  adequate  to  cover 
ASCs'   facility  costs,   in  conjunction  with  HCFA's  failure  to 
provide  reasonable,  timely  updates  of  the  ASC  list,  have 
inhibited  the  shift  from  hospital  inpatient  and  outpatient 
settings  to  Medicare-certified  ASCs  for  Medicare  beneficiaries. 

In  1986,  Congress  required  these  problems  to  be  resolved 
through  annual  updates  of  the  ASC  facility  payment  rates  and 
biannual  reviews  of  the  ASC  list.     HCFA's  implementation  of 
these  reforms  has  been  woefully  inadequate.     For  these  reasons, 
we  urge  Congress  to  take  further  legislative  action,  as 
necessary,  to  require  that  HCFA  adopt  appropriate  payment  rates 
for  ASCs,   based  upon  the  Ernst  &  Whinney  cost  data  for  cataract 
surgery  ($763),   and  upon  the  March  3  draft  rates  for  procedures 
where  actual  cost  data  is  not  available.     We  request  that 
Congress  specifically  mandate  a  reasonable  payment  rate  for 
lOLs,   and  that  an  ongoing  cost-reporting  mechanism  be 
implemented  to  ensure  reasonable  and  timely  ASC  payment  rate 
updates  in  the  future.     Unfortunately,  without  these  reforms, 
the  Medicare  program  will  fail  to  take  full  advantage  of  the 
benefits  which  ASCs  provide,   and  will  continue  to  pay  hundreds 
of  dollars  more  for  each  surgical  procedure  performed  for  a 
Medicare  beneficiary. 

We  appreciate  the  opportunity  to  present  this  testimony, 
and  thank  the  Subcommittee  for  its  consideration  of  these  most 
important  issues. 

Respectfully  submitted. 


President 

Federated  Ambulatory  Surgery  Association 
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Chairman  Stark.  Dr.  Mclntyre. 

STATEMENT  OF  DAVID  J.  McINTYRE,  M.D.,  PRESIDENT, 
OUTPATIENT  OPHTHALMIC  SURGERY  SOCIETY,  SAN  DIEGO,  CA 

Dr.  McIntyre.  Thank  you. 

I  am  David  Mclntyre,  president,  Out-Patient  Ophthalmic  Surgery 
Society,  San  Diego,  CA. 

OOSS  is  a  professional  membership  organization  of  over  1,200 
ophthalmologists  who  are  dedicated  to  the  performance  of  outpa- 
tient ophthalmic  surgery.  Several  hundred  OOSS  members  perform 
surgery  in  Medicare-certified  ambulatory  surgical  centers,  or 
ASC's,  which  are  dedicated  to  cataract  and  other  ophthalmic  cases. 

The  subject  of  this  hearing  is  Medicare's  ASC  Program  which 
naturally  focuses  us  on  cataracts.  Our  population  is  aging.  As  Mrs. 
Johnson  pointed  out  earlier,  the  numbers  can  be  confusing.  They 
are  also  enormous. 

At  the  present  time,  one-half  of  the  Medicare-covered  ambulato- 
ry procedures  and  two-thirds  of  the  budget  are  related  to  cataract 
surgery. 

Of  the  more  than  1  million  cataract  operations  performed  in  the 
United  States  each  year,  one-quarter  are  performed  in  ASC's,  fa- 
cilities which  meet  the  rigorous  conditions  of  accreditation.  Medi- 
care certification  and  State  licensure.  As  of  this  fiscal  year,  100 
percent  of  these  cataract  cases  are  subject  to  presurgical  authoriza- 
tion by  a  professional  review  organization. 

While  Medicare  fully  reimburses  hospitals  for  their  cost  of  pro- 
viding services,  as  Mr.  Chandler  pointed  out,  there  is  a  risk.  HCFA 
has  never  adequately  reimbursed  ASC's  for  the  cost  of  doing  busi- 
ness in  cataract  surgery.  They  have  relied  on  ophthalmologists. 
Now  that  surgeon  fees  have  been  reduced  as  much  as  25  percent, 
that  subsidy  is  gone. 

Current  law  directs  HCFA  to  direct  reimbursement  rates  effec- 
tive last  July.  But  at  this  point  we  cannot  afford  their  update.  They 
are  proposing  a  further  reduction,  an  average  of  $130  total  or  14 
percent  less  per  cataract  case  than  the  current  reimbursement 
rate. 

According  to  an  independent  cost  analysis  HCFA's  proposal 
would  reduce  reimbursement  for  cataract  surgery  to  about  $200 
less  than  actual  costs  of  goods  and  service  provided  to  the  Medicare 
beneficiary. 

The  national  recognized  health  consulting  firm  of  Ernst  &  Whin- 
ney  has  determined  the  cost  of  cataract  services,  it  is  $786.  The  av- 
erage acquisition  cost  for  lOL's  is  $246.  That  is  a  total  of  $1,017. 
While  HCFA's  proposed  aggregate  reimbursement  is  $820. 

How  is  this  possible?  The  law  seems  very  clear.  I  submit  to  you, 
Mr.  Chairman,  this  is  a  classic  example  of  creative  bookkeeping  by 
I  the  bureaucracy,  the  manipulation  of  arithmetic  to  obtain  a  pre- 
conceived objective.  The  ASC  rate  is  an  example.  HCFA  has  audit- 
ed the  charges  rather  than  costs.  They  are  then  subject  to  a  cost  to 
charge  ratio  in  order  to  calculate  costs.  But  just  as  other  areas  of 
commerce,  charges  are  not  directly  related  to  costs  in  a  ASC. 

In  fact,  based  on  the  site  visits  and  actual  auditing  of  costs  and 
charges,  E&W  confirmed  there  was  no  reliable  mathematical  corre- 
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lation  between  actual  costs  and  charges  posted.  It  is  the  same  thing 
in  your  supermarket.  The  mark  up  on  produce  is  not  the  same  as 
the  mark  up  on  Time  magazine.  Another  ridiculous  assumption 
was  utilized  by  HCFA  when  they  presumed  the  percentage  utiliza- 
tion of  facilities  was  uninformed.  As  Dr.  Henley  has  pointed  out, 
that  is  not  true.  Just  because  the  total  patient  population  is  30  per- 
cent medicare  recipients  in  a  ASC,  they  presumed  that  30  percent 
of  cataract  patients  were  medicare  beneficiaries.  That  is  completely 
wrong. 

Eighty  to  85  percent  of  cataract  patients  are  medicare  eligible. 
Accurate  information  does  exist  on  the  cost  of  providing  services 
within  ambulatory  surgical  centers.  It  was  obtained  by  Ernst  & 
Whinney.  In  a  study  involving  60  days  on  site  auditing  of  facilities 
strict  rules  of  hospital  accounting  were  applied. 

The  average  cost  for  supplies  and  services  in  performing  the  cat- 
aract procedure  in  ASC  was  $763.  That  is  23  percent  higher  than 
the  HCFA  proposed  reimbursement  rate.  What  about  the  lOL? 
Last  August  HCFA  proposed  a  uniform  reimbursement  rate  of  $200 
for  all  lOL's  implanted  in  ACS's.  $200  came  from  the  OIG  study. 
They  examined  cost  data  on  27  ASC's  and  the  acquisition  cost  in 
those  27  facilities  was  $253. 

However,  the  OIG  arbitrarily  excluded  data  from  all  but  11  fa- 
cilities. The  average  in  those  remaining  11  was  $200.  It  is  clear 
that  HCFA's  proposed  lOL  rate  was  based  on  subjective  precon- 
ceived notions  of  the  price  that  facilities  should  pay  rather  than  on 
the  truth  of  what  they  do  pay. 

Ernst  &  Whinney  has  also  studied  the  cost  of  lOL's.  In  an  on  site 
study  of  30  facilities  and  written  survey  of  94  facilities  they  con- 
clude that  the  $253  found  by  the  OIG  is  indeed  correct.  That  is  the 
cost  being  paid  by  ASC's. 

Personally  I  am  outraged  at  the  manipulation  of  data,  the  sub- 
version of  the  legislative  mandate  to  reimburse  ASC's  on  actual 
costs.  The  surgical  services  in  a  ASC  are  more  efficient  and  less  ex- 
pensive than  similar  services  provided  in  a  hospital. 

Congress  has  recognized  that  fact  and  has  established  the  Ambu- 
latory Surgical  Program  to  provide  effective  care  without  compro- 
mise of  quality.  Every  case  performed  in  an  ASC  as  opposed  to  a 
hospital  saves  tax  money  for  the  program,  a  Federal  program  that 
applies  Federal  tax  dollars  to  the  medical  care  of  our  senior  citi- 
zens. It  is  good  public  spoil,  in  an  economic  sense  and  it  is  good 
medicine  to  deliver  this  care  in  an  ambulatory  setting  but  with  fees 
cut  as  much  as  25  percent,  surgeons  cannot  subsidize  ASC  losses. 

HCFA  must  respond  to  the  mandate  of  legislation.  They  must  re- 
imburse ASC's  for  the  true  cost  of  goods  and  services  provided  to 
our  medicare  patients. 

Thank  you,  very  much. 

[The  statement  of  David  J.  Mclntyre,  M.D.  follows:] 
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TESTIMONY  OF  DAVID  J.  McINTYRE 
OUTPATIENT  OPHTHALMIC  SURGERY  SOCIETY 

Testimony  Before  the  House  Ways  and  Means  Cornmittee, 
Subcommittee  on  Health 
Hearings  on  Ambulatory  Surgery 

April  10,  1989 


The  Outpatient  Ophthalmic  Surgery  Society  ("OOSS")  is 
pleased  to  submit  this  testimony  in  conjunction  with  the  April 
10,  1989  hearings  on  ambulatory  surgery  being  conducted  by  the 
House  Ways  and  Means  Subcommittee  on  Health.     OOSS  is  a 
professional  membership  organization  consisting  of  over  1,200 
ophthalmologists  devoted  to  the  performance  of  outpatient 
ophthalmic  surgery.     Several  hundred  OOSS  members  either  own  or 
perform  surgery  in  Medicare-certified  ambulatory  surgical 
centers  ("ASCs")  that  are  primarily  or  entirely  dedicated  to 
cataract  and  other  ophthalmic  surgical  cases. 

It  is  both  propitious  and  fortuitous  that  the  Health 
Subcomittee  has  chosen  to  focus  its  attention  on  ambulatory 
surgery  at  this  time.     For  the  past  nine  months,  the  ASC 
community  has  been  awaiting  the  adoption  of  new  ASC  facility 
payment  rates  —  rates  which,  under  the  governing  legislation, 
were  required  to  become  effecti/e  last  July.     The  ASC  payment 
rate  for  cataract  surgery  today  is  lower,  in  real  dollar  terms, 
than  it  was  in  1982,  when  Medicare's  ASC  program  was  initially 
instituted.    Actual  federal  outlays  for  cataract  procedures 
today  are  lower,  on  a  per-procedure  basis,  than  they  were  in 
1982.    Yet,  at  this  time,  we  are  not  anxious  for  HCFA  to 
finalize  its  1988  rate  proposal:     If  HCFA's  rates  for  ASC 
facility  services  and  intraocular  lenses  ("lOLs")  are  adopted 
as  proposed,  ASCs  performing  cataract  surgery  would  receive,  on 
average,  $130  less  per  cataract  case  than  they  do  at  present  — 
an  overall  reduction  of  14  percent.    And,  according  to 
independent  cost  analyses,  HCFA's  proposal  would  result  in 
payments  which  are  about  $200  less  than  the  actual  costs 
involved  in  providing  cataract  facility  services  and  lOLs  to 
Medicare  beneficiaries. 

More  specifically,  last  August,  HCFA  proposed  an  increase 
in  the  facility  fee  for  cataract  procedures  of  only  3.5  percent 
—  from  $599  to  $620  —  and,  for  lOLs,  HCFA  proposed  to  pay  a 
flat  rate  of  $200  per  lOL,  a  reduction  of  $150  per  lOL 
according  to  HCFA  data.     By  contrast,  an  independent  study 
conducted  by  the  nationally  recognized  health  consulting  firm 
of  Ernst  &  Whinney  ("E&W")  demonstrates  that  the  actual  cost  of 
furnishing  cataract  facility  services  is  $763  and  that  the 
average  lOL  acquisition  cost  for  ASCs  is  $254.     The  ASCs' 
average  aggregate  cost  is  $1017;  HCFA's  proposed  aggregate  rate 
is  $820. 

OOSS  is  hopeful  that  the  Subcommittee  will  take 
legislative  action  to  ensure  the  actual  costs  of  providing 
cataract  facility  services  and  lOLs  to  Medicare  beneficiaries, 
as  reflected  in  the  E&W  studies,  are  adopted  by  HCFA  in  lieu  of 
the  ill-conceived  proposed  rates  published  last  August. 

I.  Bgckqrgynd 

It  is  not  practicable  to  discuss  Medicare's  ASC  program, 
without  focusing  on  cataract  procedures.    According  to  HCFA 
data,  53  percent  of  the  Medicare-covered  procedures  performed 
in  ASCs  are  cataract  procedures,  and  cataract  procedures 
account  for  approximately  66  percent  of  Medicare's  total  ASC 
expenditures.     It  is  estimated  that  approximately  1.3  million 
cataract  procedures,  most  of  which  involve  the  implantation  of 
an  lOL,  will  be  performed  in  this  country  in  1989,  and  that 
over  95  percent  of  these  procedures  will  be  performed  for 
Medicare  beneficiaries. 

We  are  aware  that  Congress,  HCFA,  and  the  public  have 
focused  on  the  explosion  of  cataract  surgery,  speculating  that 
the  phenomenal  growth  in  the  performance  of  this  procedure  is 
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due  to  unnecessary  utilization.     Nothing  could  be  further  from 
the  truth.     The  fact  is,  cataract  surgery  is  a  victim  of  its 
own  success.    Over  the  past  decade,  technological  advances  have 
significantly  improved  the  safety  and  effectiveness  of  this 
procedure;  while  ten  years  ago  cataract  surgery  had  to  be 
performed  on  an  inpatient  basis,  required  a  hospital  stay  of 
seven  to  ten  days  and  total  immobilization  of  the  patient, 
today,  cataract  surgery  can  be  safely  and  effectively  performed 
on  an  outpatient  basis  during  the  course  of  a  morning's  stay. 
Of  course,  these  advances  require  increased  surgical  skill  on 
the  part  of  the  surgeon,  and  significantly  more  advanced  (and 
expensive)  equipment  and  supplies.     However,  today's  cataract 
procedure  has  restored  the  eyesight  of  millions  of  seniors,  and 
is  undoubtedly  one  of  the  most  important  success  stories  of 
American  medicine. 

Government  policy  has,  quite  wisely,  accelerated  the 
movement  of  cataract  procedures  from  inpatient  settings  to  more 
cost-effective  outpatient  facilities.     Beginning  in  1983,  Peer 
Review  Organizations  ("PROS")  began  to  require  that  cataract 
procedures  be  performed  on  an  outpatient  basis  except  under 
extraordinary  medical  circumstances.    Within  a  period  of 
eighteen  months,  cataract  surgery  dropped  from  being  the  third 
highest  Medicare  volume  inpatient  procedure  to  the  eighteenth. 
In  addition.  Medicare's  ASC  program  has  encouraged  the 
development  of  single-specialty,  physician-sponsored  ophthalmic 
ASCs  by  instituting  policies  which  permit  Medicare 
certification  of  such  facilities,  without  compliance  with 
unduly  burdensome  certificate  of  need  requirements.    As  a 
result  of  these  factors  —  technological  improvements,  the 
denial  of  Medicare  coverage  for  cataract  procedures  performed 
on  an  inpatient  basis,  and  the  willingness  of  Medicare  to 
provide  certification  of  single-specialty,  physician-sponsored 
surgical  centers  —  OOSS  estimates  that  about  a  third  of  the 
nearly  one  thousand  Medicare-certified  ASCs  are 
single-specialty  ophthalmic  surgical  centers  which  specialize 
in  the  performance  of  high  quality,  cost-effective  outpatient 
cataract  services. 

Moreover,  Congress  has  taken  aggressive  action  to  ensure 
that  all  of  the  cataract  procedures  performed  for  Medicare 
beneficiaries  are  medically  necessary.     Specifically,  100 
percent  of  all  cataract  procedures  performed  today  are  subject 
to  precertif ication  by  PROs .     In  order  to  obtain  prior 
approval,  each  cataract  procedure  must  meet  criteria  specified 
by  the  PRO  and  be  specifically  approved  by  a  PRO  reviewer.  In 
addition,  5  percent  of  all  other  procedures  performed  in 
ambulatory  surgical  centers  are  subject  to  PRO  review  on  a 
retrospective  basis.     Thus,  Congress  and  HCFA  have  taken  the 
necessary  steps  to  ensure  that  the  cataract  procedures 
performed  for  the  Nation's  elderly  are  medically  necessary  and 
appropriate. 

Unfortunately,  since  the  inception  of  Medicare's  ASC 
program,  HCFA  has  failed  to  adopt  reimbursement  rates  which  are 
adequate  to  cover  the  actual  facility  costs.     Rather,  the 
agency  has  undoubtedly  relied  on  the  willingness  of 
ophthalmologists  to  cross-subsidize  the  operations  of  their 
surgical  centers  by  using  reimbursement  obtained  for  their 
professional  services.     This  was  never  contemplated  by  statute 
—  after  all,  the  ASC  enabling  legislation  requires  that  ASC 
reimbursement  be  related  to  facility  costs  —  and  is  no  longer 
realistic  given  recent  reimbursement  reforms  directed  at  the 
cataract  operation.     Over-  the  past  several  years,  however. 
Congress  has  enacted  significant  reductions  in  professional 
fees  for  cataract  surgical  services  —  reductions  ranging  from 
10  to  25  percent  —  and  further  reductions  are  expected  to  be 
considered  over  the  next  several  years.    More  specifically, 

•        Congress  enacted  a  10  percent  across-the-board 

reduction  in  cataract  professional  fees  in  1986  and 
an  additional  reduction  ranging  from  2  percent  to  15 
percent  in  1987. 
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*  Congress  essentially  eliminated  reimbursement  for 
assistants  at  cataract  surgery. 

*  Congress  significantly  reduced  reimbursement  for 
ophthalmic  anesthesia. 

*  Congress  reduced  reimbursement  for  cataract  glasses 
and  contact  lenses. 

*  Congress  required  pre-surgical  review  of  100  percent 
of  all  cataract  cases. 

*  Congress  significantly  modified  the  methodology  used 
for  reimbursing  lOLs,  resulting  in  substantially 
lower  payment  rates. 

In  light  of  these  changes,  ophthalmologists  cannot  and  should 
not  be  expected  to  continue  to  subsidize  the  operations  of 
ophthalmic  ASCs  through  professional  fees. 

II.    A  Historical  overview 

Unfortunately,  HCFA's  proposed  14  percent  reduction  in 
reimbursement  allowed  for  ASC  facility  and  lOL  costs  is  not  a 
break  from  tradition.    Medicare  reimbursement  rates  have  never 
been  adequate  to  cover  the  costs  of  serving  Medicare 
beneficiaries.    When  the  initial  facility  rates  were  published 
on  August  5,  1982,  those  rates  were  based  on  data  from  only  40 
ASCs,  and  ranged  from  $234  to  $336  (with  cataract  surgery 
together  with  implantation  of  an  lOL  paid  at  a  special  rate  of 
$504).    Although  the  governing  legislation  in  effect  at  the 
time  required  that  ASC  rates  be  updated  "periodically,"  the 
initial  rates  were  not  modified  at  all  until  July  1987,  after 
Congress  specifically  mandated  annual  updates.     Even  then,  the 
adjustment  was  not  based  on  new  source  data;  rather,  HCFA 
simply  adjusted  the  1982  rates  by  an  across-the-board  18.7 
percent,  in  an  attempt  to  compensate  for  inflation  between  1982 
and  1987.     In  fact,  because  HCFA  used  the  Urban  Consumer  Price 
Index  ("CPI-U"),  which  does  not  accurately  capture  the 
components  of  ASCs  costs,  last  year's  adjustment  did  not  even 
restore  the  rates  to  their  1982  levels  in  real  terras,   let  alone 
correct  for  the  initial  inaccuracies  built  into  the  1982  rates. 

Moreover,  during  1987  and  1988,  several  changes  were  made 
which  significantly  affect  the  financial  viability  of 
single-specialty  ASCs.     Coinsurance  and  deductible  requirements 
were  imposed  for  ASC  facility  and  professional  services, 
reducing  the  incentives  for  physicians  and  patients  to  utilize 
ASCs  and  imposing  on  ASCs  the  risk  of  noncollection  with 
respect  to  20  percent  of  revenues.     As  a  result  of  these  new 
coinsurance  requirements,  federal  outlays  have  actually 
decreased  by  1.3  percent  for  each  cataract  procedure  since 
enactment  of  the  Omnibus  Budget  Reconciliation  Act  of  1986. 

It  is  hardly  surprising,  then,  that  the  ASC  community 
looked  forward  with  much  anticipation  to  publication  of  the 
1988  ASC  facility  payment  rate  update,  which,   for  the  first 
time,  would  be  based  on  a  comprehensive  survey  of  ASCs.  What 
is  surprising  is  that  HCFA's  proposed  1988  payment  rate  update, 
when  it  was  finally  published  in  August  of  last  year,  was 
calculated  to  achieve  a  further  14  percent  reduction  for  each 
cataract  procedure  and  lOL  implantation  performed  in  an  ASC, 
and  that  the  methodology  used  by  HCFA  was  so  blatantly 
manipulated  to  achieve  short  term  budgetary  savings. 

More  specifically,  although  HCFA  proposed  a  nominal 
increase  in  the  facility  fee  for  cataract  procedures  of  3.5 
percent  —  from  $599  to  $620  —  it  also  proposed  a  flat  rate  of 
$200  per  lens,  a  reduction  of  $150  per  lOL  according  to  HCFA 
data.     Independent  studies  conducted  by  the  nationally 
recognized  health  consulting  firm  of  Ernst  &  Whinney  on  behalf 
of  OOSS  unequivocally  demonstrate  that  both  components  of 
HCFA's  proposal  —  both  the  ludicrously  nominal  increase  in  the 
ASC  facility  payment  rate  and  the  extraordinarily  significant 
reduction  in  lOL  reimbursement  —  are  utterly  unjustified  and 
the  result  of  blatant  manipulation  of  the  rate  setting 
methodology. 
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III.  ASC  Facility  Rates 

The  governing  legislation  requires  that  ASC  facility 
payment  rates  be  related  to  the  costs  incurred  generally  by 
ASCs  in  providing  facility  services.    An  independent  study 
conducted  by  E&W  unequivocally  demonstrates  that  the  true  cost 
of  providing  cataract  facility  service  is  approximately  $763. 
HCFA's  proposed  rate  is  $620.    Why  the  difference? 

The  methodology  used  by  HCFA  in  deriving  the  $620  proposed 
rate  was  blatantly  manipulated  to  achieve  cost  savings,  and  the 
basic  methodology  itself  is  fundamentally  flawed.     An  earlier 
draft  of  the  HCFA  proposal,  dated  March  3,  1988,  called  for  an 
average  increase  in  facility  fees  of  approximately  17  percent 
and  increase  in  the  cataract  facility  payment  rate  of  11 
percent  (from  $599  to  $667).     That  draft  was  transmitted  by  the 
Department  of  Health  and  Human  Services  to  the  Executive  Office 
of  Management  and  Budget  ("0MB")  in  time  for  the  final  rates  to 
be  published  by  July  1  of  last  year,  the  statutory  deadline. 
0MB  rejected  HCFA's  proposal,  and,  subsequently,  a  number  of 
changes  were  made  which  dramatically  compounded  the  flaws  of 
the  original  proposal,  particularly  with  regard  to  the  cataract 
facility  rate.     This  manipulation  of  the  rate  setting 
methodology  for  budgetary  purposes  is  an  obvious  evasion  of  the 
statutory  mandate  that  rates  be  based  on  ASCs'  actual  costs. 

Moreover,  OOSS  believes,  and  E&Ws  critique  of  HCFA's 
methodology  confirms,  that  the  methodology  used  to  develop  the 
rates  is  severely  flawed,  both  conceptually  and  technically, 
particularly  for  high  Medicare  utilization  procedures  such  as 
cataract  surgery.     The  fundamental,  underlying  problem  with 
HCFA's  approach  is  the  reliance  on  cost-to-charge  ratios  to 
estimate  the  cost  of  particular  procedures.     HCFA's  methodology 
makes  no  attempt  to  measure  directly  the  cost  of  particular 
procedures.    Rather,  it  uses  a  clumsy  —  and  notoriously 
inaccurate  —  technique  of  cost-to-charge  ratios  to  derive 
procedure-specific  costs  based  on  facilities'  charges  for  those 
procedures.    As  discussed  in  detail  in  E&W s  report,  while 
cost-to-charge  ratios  may  be  appropriate  with  respect  to  some 
hospital  services,  cost-to-charge  ratios  are  an  inaccurate 
method  of  estimating  costs  in  the  ASC,  since  charges  are  not 
generally  based  directly  on  costs,  but  are  based  on  a  variety 
of  other  factors  that  may  be  entirely  unrelated  to  costs. 
These  factors  include  a  facility's  payor  mix,  charges  of  other 
facilities  in  the  area  and  the  degree  of  competition  among 
facilities,  administrative  sophistication  of  the  facility,  and 
historical  payment  limitations.     Significantly.  E&W  visited  a 
repyesentgtivg  sample  of  20  fgcilitigs  to  determine  the  cost  of 
performing  cataract  surgery  and  determined  that  there  was  no 
correlation  between  actual  procedural  costs  and  charges. 

A  number  of  the  other  flaws  in  HCFA's  rate  methodology 
include  the  following: 

*  The  survey  conducted  by  HCFA  was  badly  designed  and 
failed  to  gather  information  crucial  to  the 
methodology  subsequently  utilized  to  formulate  the 
proposed  rates,  necessitating  later  data 
manipulation.    More  particularly,  HCFA  failed  to 
request  Medicare  volume  or  cost  data  by  procedure. 

*  HCFA's  methodology  makes  unrealistic  assumptions 
concerning  Medicare  patients'  utilization  of  surgical 
services.     For  example,  the  methodology  used  in  the 
proposed  rates  assumes  that,  if  a  facility's  overall 
Medicare  utilization  rate  is  30  percent*  only  30 
percent  of  its  cataract  procedures  are  performed  for 
Medicare  beneficiaries.     This  clearly  faulty 
assumption  results  in  the  methodology  underweighting 
the  impact  of  cataract  procedures  on  the  final 
payment  amounts. 
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*  HCFA  inappropriately  used  the  CPI-U  rather  than  the 
Hospital  Market  Basket  Index  to  update  ASC  costs  and 
charges.    The  expenditure  categories  included  in  the 
CPI-U  are  inappropriate,  on  their  face,  to  update  ASC 
facility  payment  rates.    These  expenditure  categories 
include,  for  example,  food  and  beverages,  housing, 
fuel  and  other  utilities,  apparel  and  upkeep, 
transportation,  entertainment,  and  other  goods  and 
services.    On  the  other  hand,  the  Hospital  Market 
Basket  Index  measures  inflation  within  expense 
categories  which  affect  hospital  operations, 
primarily  including  labor  and  supplies.    Use  of  the 
CPI-U  understates  the  impact  of  inflation  on  ASC 
operations . 

*  The  payment  groupings  are  essentially  arbitrary.  The 
payment  groups  under  the  new  methodology  were 
established  using  $75  intervals.    HCFA  provides  no 
justification  for  its  choice  of  these  intervals. 

*  Grouping  cataract  procedures  with  other  procedures  is 
inappropriate,  given  the  fact  that  cataract 
procedures  account  for  53  percent  of  Medicare  ASC 
volume  and  approximately  66  percent  of  total  ASC 
facility  costs  paid  by  Medicare. 

In  light  of  these  very  serious  problems,  OOSS  believes  it 
is  indisputable  that  procedural  costing  is  a  far  better 
technique  for  determining  the  costs  of  performing  a  particular 
procedure.    According  to  E&W,  procedural  costing  "involves  the 
actual  measurement  through  direct  observation  of  the  average 
direct  and  indirect  costs  associated  with  performing  each  type 
of  procedure."    A  procedural  costing  methodology  for  cataract 
surgery  was  developed  by  E&W  specifically  for  ASCs  and  was 
utilized  in  20  facilities  throughout  the  country.     The  final 
sample  of  20  sites  included  10  multi-specialty  and  10 
single-specialty  ophthalmic  ASCs.    This  sample  included  four 
centers  in  Texas  and  three  centers  each  in  California  and 
Florida,  to  reflect  the  concentration  of  ASCs  currently  located 
in  these  geographic  areas.     Ten  other  states  were  represented 
by  one  ASC  each. 

Representatives  of  E&W  spent  two  to  four  days  on-site  at 
each  of  the  20  ASCs  selected  for  the  procedural  cost  study. 
The  study  was  tonducted  both  through  direct  observation  of 
cataract  procedures  conducted  at  these  facilities  and  through 
analyses  of  financial  and  statistical  data.    E&W  strictly 
applied  hospital  cost  reporting  rules  in  conducting  the 
procedural  costing  analysis. 

The  average  cost  of  performing  a  cataract  procedure  in  the 
20  ASCs  which  were  studied  was  approximately  $714.  These 
results  were  then  used  to  predict  the  costs  for  the  typical  ASC 
using  a  multi-variable  regression  analysis.    Using  the 
regression  analysis,  E&W  determined  that  the  predicted  cost  per 
case  for  all  facilities  is  likewise  approximately  $714  —  a 
result  which  strongly  suggests  that  the  original  sample  chosen 
was  representative  of  the  industry  with  regard  to  key 
statistically  significant  variables.     E&W  then  inflated  this 
figure  to  account  for  inflation  from  July  1,  1987  through 
December  31,   1988,  and,  based  on  these  results,  E&W  recommends 
an  ASC  facility  payment  of  $763  for  cataract  procedures. 

CX)SS  strenuously  urges  Congress  to  mandate  that  HCFA  adopt 
this  $763  payment  rate  for  cataract  surgical  services,  in  order 
to  ensure  that  the  payment  rates  cover  the  actual  costs  of 

providinq  facility  services  tQ  Mgdicgre  benef icigyigs.  with 

regard  to  non-cataract  procedures.  OOSS  supports  the  adoption 
Of  the  rates  set  forth  in  the  Mgrch  3  draft  —  rates  which, 

although  not  ideal,  were  derived  without  blatant  manipulation 
Of  the  data  to  achieve  Shgrt  term  cost  savings. 
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IV.  IQLS. 

Under  Section  4063  of  the  Omnibus  Budget  Reconciliation 
Act  of  1987,  a  payment  which  is  "reasonable  and  related  to  the 
cost  of  acquiring  the  class  of  lens  involved"  is  to  be 
incorporated  into  the  ASC  facility  fee  to  compensate  facilities 
for  the  cost  of  lOLs  implanted  in  ASCs.    HCFA  has  proposed  a 
uniform  reimbursement  rate  of  $200  for  all  lOLs  implanted  in 
ASCs.    This  rate,  which  was  set  on  the  basis  of  a  methodology 
that  is  severely  flawed,  is  substantially  less  than  what  ASCs 
actually  pay  for  lenses,  and  does  not  provide  for  reimbursement 
related  to  the  class  of  lens  purchased. 

The  $200  rate  was  based  on  a  March  1988  report  of  the 
Office  of  Inspector  General  (OIG)  of  the  Department  of  Health 
and  Human  Services.    The  OIG  requested  from  29  facilities 
information  on  the  amount  that  the  facility  paid  for  lOLs  and 
on  any  discounts  or  other  incentive  arrangements  related  to  lOL 
purchases.     Two  of  the  29  facilities  were  unable  to  provide  the 
requested  data,  leaving  27  valid  responses.    After  adjusting 
for  equipment,  supplies,  or  other  indirect  compensation 
received  by  the  ASC  in  connection  with  its  lens  purchases,  the 
OIG  found  that,  on  average,  the  27  surveyed  facilities  paid 
$253  per  lens.     However,  the  OIG  then  eliminated  the  data  from 
a  total  of  16  facilities,  or  almost  60  percent  of  the  27-site 
sample,  leaving  data  from  only  11  facilities.     The  mean  lowest 
invoice  cost,  net  of  all  discounts  and  rebates,  for  these  11 
facilities  was  $200;  it  is  this  number  on  which  HCFA's 
recommended  payment  rate  is  based. 

According  to  independent  analyses  performed  by  E&W  and 
Price  Waterhouse,  there  is  no  statistical  basis  for  using  the 
data  from  these  11  facilities  to  set  a  payment  rate  for  all  of 
the  several  hundred  ASCs  that  perform  cataract  surgery.  The 
lOL  market  exhibits  very  little  uniformity  in  prices;  in  fact, 
the  OIG  data  itself  shows  a  range  of  over  360  percent  between 
the  lowest  and  highest  prices  paid.    Therefore,  it  is  clear 
that  11  ASCs  do  not  constitute  a  statistically  sufficient  basis 
for  the  lOL  payment  rate. 

Moreover,  the  OIG's  decision  to  exclude  the  data  from  16 
of  the  27  surveyed  facilities  cannot  possibly  be  justified. 
This  decision,  which  reduced  the  net  cost  from  $253  to  $200  per 
lens,  was  been  based  on  a  subjective,  preconceived  notion  of 
the  appropriate  amount  that  facilities  should  pay  for  lOLs. 

Accurate,  reliable  data  about  ASCs'  actual  acquisition 
costs  for  lOLs  is  available  in  the  findings  of  a  study  of 
actual  lOL  costs  that  E&W  performed  at  OOSS'  request.  E&W 
conducted  a  written  survey  of  94  facilities  that  perform 
cataract  surgery.    That  survey  asked  for  information  about 
facilities'  lens  purchases  and  any  discounts,  credits,  or 
rebates  they  received.     E&W  then  selected  30  facilities  for 
site  visits,  during  which  the  written  survey  results  were 
verified  and  more  detailed  information  was  collected. 

Qn  average,  facilities  included  in  the  written  survey  paid 
approximately  $254  per  lens,  net  of  all  discounts,  credits  and 

rebates.  The  30  facilities  included  in  the  site  visits  paid 

$252  per  lens,  net  of  all  discounts,  credits,  and  rebates. 
Separated  by  lens  class,  the  study  showed  an  average  cost  of 
$234  for  multi-piece  lenses.  $262  for  single-piece  lenses,  and 

$425  for  advanced  technology  lenses.  These  amounts  are  almost 

identical  to  the  average  cost  of  $253  found  in  the  full  27-site 

sample  q£  the  QIQ  survey.  Based  on  these  results.  E&w  endorsed 

an  average  payment  of  $254  per  lens,  which  might  or  might  not 
incorporate  vacvinq  payment  rates  based  upon  the  technology  or 
class  of  the  lens  involved. 

That  actual  acquisition  costs  are  substantially  more  than 
the  proposed  $200  payment  rate  is  also  confirmed  by  a  second 
study,  which  E&W  performed  on  behalf  of  the  Health  Industry 
Manufacturers  Association  (HIMA) .     This  study  (the  HIMA  Study), 
measured  the  prices  paid  by  ASCs  for  lOLs  —  net  of  all 
discounts,  credits,  and  rebates  —  as  reflected  in  the  records 


-6- 


81 


of  six  lOL  manufacturers.     The  HIMA  Study  included  data  on  mnrp 
than  120.000  lenses  and  found  an  average  lOL  prirft  of 
approximately  $243  for  multi-piece  lenses.  $300  for 
sinole-piece  lenses,   and  $412  for  advanced  technnlnny  lenses. 
The  two  E&w  lOL  studies,  as  well  as  the  data  from  the  full 
27-site  sample  of  the  OIG  survey,  show  unequivocally  that 
HCFA's  proposed  $200  rate  would  not  reflect  actual  acquisition 
costs,  as  required  by  statute. 

Finally,  we  believe  that  the  lOL  payment  should  not  be 
maintained  separately  but,  rather,  should  be  included  as  part 
of  the  ASC  facility  payment  for  cataract  surgery.     lOLs  are 
simply  one  of  the  many  supplies  that  an  ASC  must  purchase  in 
connection  with  a  cataract/IOL  procedure,  and  there  is  no 
logical  reason  to  treat  the  lOL  differently  from  those  other 
items . 

V.  Ccnclysicn 

In  establishing  the  Medicare  ASC  program.  Congress 
recognized  the  potential  that  outpatient  surgery  centers  have 
for  providing  cost-effective  care  without  sacrificing  quality. 
Indeed,  in  the  six  years  that  the  program  has  been  in 
operation,  Medicare  has  saved  millions  of  dollars  through  the 
use  of  ASCs  for  the  provision  of  cataract  facility  services. 

OOSS  members  cannot,  however,  be  expected  to  continue  to 
provide  these  savings  at  their  own  expense.     The  proposed 
facility  fees  are  inadequate  to  cover  Medicare's  full  share  of 
ASCs'  costs  for  the  provision  of  cataract  facility  services, 
and  the  proposed  lOL  payment  rate  is  substantially  lower  than 
the  amount  ASCs  are  currently  paying  for  lenses.     The  proposed 
rates  are  thus  both  inequitable  and  inconsistent  with  the 
Medicare  statute,  which  directs  HCFA  to  set  payment  rates  — 
both  the  facility  fees  and  the  lOL  payment  —  based  on  ASCs' 
actual  costs. 

Accordingly,  OOSS  urges  Congress  to  mandate  a  1988 
facility  rate  for  cataract  facility  services  of  $763,  in 
accordance  with  the  E&W  recommendation,  and  that  Congress 
mandate  that  other  procedures  on  the  ASC  list  be  reimbursed  at 
rates  roughly  comparable  to  the  rates  contained  in  the  March  3 
draft  of  HCFA's  proposal.     Likewise,  OOSS  urges  Congress  to 
mandate  an  lOL  payment  rate  of  at  least  $254,  based  on  E&W s 
recommendations  and  OIG  data. 

OOSS  appreciates  the  opportunity  to  submit  this  testimony 
and  would  be  delighted  to  work  with  Congress  and  HCFA  to 
address  these  most  important  issues. 


Respectfully  submitted. 


President 

Outpatient  Ophthalmic  Surgery  Society 
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Chairman  Stark.  Thank  you. 
Mrs.  Johnson. 

Mrs.  Johnson.  The  figures  that  you  just  gave  indicating  that 
there  were  problems  with  the  methodology  used  to  determine  the 
appropriate  costs  of  lOL's  is  very  concerning.  At  some  other  time  I 
hope  we  will  have  a  chance  to  talk  with  others  about  those  who 
preceded  you  about  how  they  went  about  cutting  down  the  test 
group  to  11.  Do  you  have  any  knowledge  of  the  basis  on  which  the 
11  were  chosen? 

Dr.  McIntyre.  We  would  be  delighted  to  supply  you  with  a  com- 
plete analysis  of  the  OIG  study  as  it  was  analyzed  by  Ernst  & 
Whinney.  A  portion  of  this  occurs  in  our  written  testimony  which 
is  far  more  detailed  than  my  verbal  message. 

Basically  I  think  it  comes  down  to  the  point  that  according  to 
Ernst  &  Whinney's  finding,  volume  is  the  one  factor  that  can  be 
tracked  through  this  system  to  justify  some  of  the  savings,  for  ex- 
ample, in  lOL's  purchasing.  It  is  volume.  Similarly  with  the  cost 
and  efficiencies  of  the  operation  in  a  ASC,  it  is  volume  that  makes 
the  difference. 

There  are  other  variable  of  course  but  volume  is  one  item  that 
cannot  be  ignored.  When  we  speak  of  the  cost  paid  in  Canada 
where  they  probably  buy  hundreds  of  thousands  of  lenses  on  some 
sort  of  a  contract,  that  is  a  different  matter  than  an  ASC  who  on 
the  average  are  doing  less  than  500  cataract  operations  per  year. 

[The  information  follows:] 
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Eli  Ernst  &Whinney 


One  North  Charles 
Baltimore,  Maryland  21201 


301/539-7940 


October  5,  1988 


David  J.  Mclntyre,  M.D. 
President 

Outpatient  Ophthalmic  Surgery 

Society 
c/o  Mclntyre  Eye  Clinic 
1920  116th  Avenue,  N.E. 
Bellevue,  Washington  98004 

Dear  Dr.  Mclntyre: 

We  have  completed  our  study  of  the  acquisition  cost  of  intraocular  lenses 
(lOLs)  by  ambulatory  surgery  centers  (ASCs).  The  following  report 
presents  our  analysis,  findings  and  recommendations.  This  letter  briefly 
summarizes  our  report. 

The  Omnibus  Budget  Reconciliation  Act  of  1987  requires  that  Medicare  pay 
for  intraocular  lenses  (lOLs)  implanted  in  ASCs  on  the  basis  of  fixed 
rates  that  are  "reasonable  and  related  to  the  acquisition  cost  of  the 
class  of  lens  involved."  The  Health  Care  Financing  Administration  (HCFA) 
has  proposed  a  $200  uniform  reimbursement  rate  for  all  lOLs.  This  figure 
was  reached  by  averaging  the  amount  paid  for  lOLs  by  11  ambulatory 
surgery  centers,  as  determined  in  a  study  conducted  by  the  Office  of 
Inspector  General  (OIG)  of  the  Department  of  Health  and  Human  Services. 

Ernst  St  Whinney  was  engaged  by  the  Outpatient  Ophthalmic  Surgery  Society 
(OOSS)  to  analyze  the  OIG  study  and  to  perform  an  independent  study  of 
the  cost  of  lOLs  to  ambulatory  surgery  centers.  Our  analysis  of  the  OIG 
study  revealed  serious  methodological  flaws  in  the  treatment  of  the  data 
collected.  The  OIG  data  more  appropriately  supports  a  rate  of  $253, 
rather  than  the  $200  proposed  by  HCFA.  Our  independent  survey,  which 
involved  a  written  survey  completed  by  94  facilities  and  site  visits  to 
30  facilities,  similarly  supports  an  average  payment  rate  of  $254.  Our 
study  also  shows  some  differences  in  amounts  paid  by  ASCs,  depending  on 
the  class  of  lens  purchased. 

We  appreciate  the  opportunity  to  assist  OOSS  with  this  important  study. 
Should  you  have  any  questions  regarding  our  report,  please  call  either 
Jim  Hoover  at  (301)  783-3755  or  Diane  Millikan  at  (312)  606-2324. 


Very  truly  yours. 
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SUMMARY  OF  ENGAGEMENT 

For  vision  to  be  restored  after  the  surgical  removal  of  a  cataract,  an 
artificial  device  must  take  over  the  natural  function  of  the  removed 
lens.  At  present,  the  most  common  technique  is  to  implant  an  artificial 
intraocular  lens  (lOL)  directly  in  the  eye,  generally  during  the  same 
procedure  as  the  cataract  extraction.  In  fact,  according  to  the  1986 
Part  B  Medicare  Annual  Data  (BMAD)  files,  cataract  extraction  with 
implantation  of  an  lOL  was  the  most  common  procedure  performed  on 
Medicare  patients  in  ambulatory  surgery  centers  (ASCs).  Over  120,000 
such  procedures  were  performed  during  1986. 

lOLs  are  manufactured  and  sold  in  a  variety  of  styles  and  sizes. 
Generally,  lOLs  can  be  divided  into  three  groups:  multi-piece  lenses, 
single-piece  lenses,  and  "advanced  technology"  lenses. 

Historically,  for  lOLs  implanted  outside  the  hospital  setting,  either  the 
surgeon  who  performed  the  operation  or  the  ambulatory  surgery  center  in 
which  the  operation  took  place  provided  and  billed  for  the  lOL. 
Reimbursement  for  the  lOL  was  separate  from  the  ambulatory  surgery  center 
facility  fee  and  the  surgeon's  professional  fee.  Medicare  has  paid  for 
lOLs  under  the  rules  applicable  to  prosthetic  devices — i.e.,  on  the  basis 
of  the  supplier's  "reasonable  charge." 

While  many  Medicare  carriers  have  imposed  limitations  on  lOL 
reimbursement,  these  limits  have  differed  substantially  from  carrier  to 
carrier,  so  that  Medicare  reimbursement  levels  for  a  particular  lens  have 
varied  widely.  In  addition,  in  order  to  encourage  the  use  of  a 
particular  lens,  lens  manufacturers  have  occasionally  offered  lens 
purchasers  equipment  allowances  and/or  free  or  discounted  supplies. 

Last  year,  in  an  effort  to  address  these  problems,  Congress  mandated  a 
change  in  the  payment  methodology  for  lOLs  implanted  outside  the  hospital 
setting.  Under  Section  4063  of  the  Omnibus  Budget  Reconciliation  Act  of 
1987,  reimbursement  for  lOLs  implanted  in  physicians'  offices  is  limited 
to  the  "actual  acquisition  cost  of  the  lens  (taking  into  account  any 
discount)  plus  a  handling  fee  (not  to  exceed  5%  of  such  actual 
acquisition  cost)."  For  lenses  implanted  in  ambulatory  surgery  centers, 
a  payment  which  is  "reasonable  and  related  to  the  cost  of  acquiring  the 
class  of  lens  involved"  is  to  be  incorporated  into  the  ASC  facility  fee. 

In  a  Notice  of  Proposed  Rates  published  in  the  Federal  Register  on 
August  18,  1988,  the  Health  Care  Financing  Administration  (HCFA)  proposed 
a  uniform  reimbursement  rate  of  $200  for  all  intraocular  lenses  implanted 
in  ambulatory  surgery  centers.  HCFA  stated  that  the  proposed  $200  rate 
was  based  on  a  study  conducted  by  the  Office  of  Inspector  General,  the 
findings  of  which  were  published  in  a  March  1988  report  entitled 
"Medicare  Certified  Ambulatory  Surgical  Centers:  Cataract  Surgery  Costs 
and  Related  Issues." 

The  HCFA  proposal  makes  no  distinction  among  types  or  classes  of  lenses. 
HCFA,  however,  specifically  solicited  comments  in  the  notice  about 
whether  different  rates  for  different  types  of  lenses  should  be  adopted. 

The  Outpatient  Ophthalmic  Surgery  Society  engaged  Ernst  S<  Whinney  to 
perform  two   tasks   in  connection  with   the  development   of    the   new  payment 
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methodology  for  intraocular  lenses:  (1)  to  evaluate  the  Office  of 
Inspector  General  study  on  which  the  proposed  $200  payment  rate  is  based, 
and  (2)  to  conduct  an  independent  study  of  the  actual  cost  of  lOLs  to 
ASCs.  As  part  of  the  second  task,  Ernst  S<  Whinney  was  asked  to  evaluate 
whether  the  data  indicate  that  ASCs  incur  different  acquisition  costs  for 
different  lens  classes.  This  report  summarizes  the  QIC's  methodology  and 
findings,  the  E&W  methodology  and  findings,  and  compares  the  two  studies. 
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OIG  SURVEY 

Description  of  OIG  Approach 

In  1987,  the  Office  of  Inspector  General  commenced  a  study  of  a  variety 
of  issues  relating  to  the  performance  of  cataract  surgery  in  ambulatory 
surgery  centers.  Among  the  matters  being  studied  was  the  cost  to  ASCs  of 
intraocular  lenses  implanted  during  cataract  surgery.  The  findings  of 
the  GIG  study  were  published  in  an  18-page  report  (plus  appendices) 
issued  in  March,  1988. 

The  OIG  selected  33  Medicare-certified  ASCs  that  perform  ophthalmic 
procedures  for  its  study.  Five  of  the  33  facilities  selected  were 
subsequently  eliminated  when  it  was  learned  that  those  facilities  did  not 
actually  perform  cataract  surgery.  One  additional  facility  was 
substituted,  resulting  in  a  total  sample  of  29  ASCs. 

At  each  of  the  sample  sites,  the  OIG  requested  information  on  the  amount 
that  the  facility  paid  for  lOLs  and  on  any  discounts  or  other  incentive 
arrangements  related  to  lOL  purchases.  Two  of  the  29  facilities  were 
unable  to  provide  the  requested  data,  because  the  individual  surgeons, 
rather  than  the  ASC,  billed  for  the  lOLs  implanted  in  the  facility. 
These  facilities  were,  therefore,  eliminated  from  the  survey.  Thus, 
usable  data  was  ultimately  obtained  from  a  total  of  only  27  facilities. 

The   key   data   element    collected    by    the    OIG    for    each    facility   was  the 

lowest     price,     as     reflected    on    manufacturer's    invoices,    paid    by  the 

facility  for  any  lOL.     The  OIG  reduced  the   invoice  prices   to  account  for 

any  equipment  or  supplies,   or  other  indirect  compensation  received  by  the 

ASC    in   connection  with   its    lens   purchase.      After   such   adjustments,  the 

mean   lowest   invoice   price  among  the  27  surveyed  facilities  was  $253  per 

lens.     A  summary  of  the  data  from  each  facility  is  provided  in  Exhibit  I. 

The  OIG  then  eliminated  the  data  from  a  total  of  16  facilities,  or  almost 
60%  of  the  27-site  sample.  Data  from  12  facilities,  or  44%  of  the 
sample,  were  eliminated  because  the  facilities  had  not  "negotiated  lower 
lens  prices  or  received  equipment  credits  or  supplies  from  the  lens 
manufacturers."  Data  from  an  additional  four  facilities  were  eliminated 
because  the  facilities  were  allegedly  paying  "inflated"  prices. 

After  eliminating  these  16  facilities,  only  11  facilities  were  left  from 
the  original  sample.  The  mean  lowest  invoice  cost,  net  of  all  discounts 
and  rebates,  for  these  11  facilities  was  $200^  it  is  this  number  on  which 
HCFA's  recommended  payment  rate  is  based. 
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Analysis  of  OIG  Methodology 

The  methodology  employed  by  the  OIG  to  collect  lOL  cost  data  contains  two 
serious  flaws:  (1)  the  OIG  collected  only  the  lowest  invoice  price  paid 
for  any  lens  by  the  surveyed  ASCs;  and  (2)  the  OIG  valued  at  full  list 
price  any  supplies  or  equipment  furnished  together  with  lOLs.  These 
problems,  both  of  which  likely  resulted  in  the  understatement  of  the 
actual  cost  of  lOLs  at  the  ASCs  studied,  are  discussed  below. 
Nevertheless,  if  the  data  from  all  27  facilities  studied  by  the  OIG  are 
examined,  the  results  are  virtually  identical  with  Ernst  &  Whinney's 
findings;  the  OIG  reported  an  average  net  lowest  invoice  cost  for  lOLs 
from  all  27  facilities  of  $253;  the  Ernst  &  Whinney  study  found  an 
average  net  invoice  cost  of  $254. 

However,  the  most  serious  problem  with  the  OIG  study  stems  from  the  OIG's 
decision  to  eliminate  the  data  from  16  of  the  27  surveyed  facilities, 
thereby  reducing  the  average  lOL  cost  from  $253  to  $200.  This  decision 
appears  to  have  been  based  on  a  subjective  notion  of  the  appropriate 
amount  that  facilities  should  pay  for  intraocular  lenses,  an  amount  that 
appears  to  have  been  selected  arbitrarily  and  is  not  supported  by  the 
amounts  that  ASCs  actually  pay.  The  OIG's  elimination  of  the  data  from 
these  16  facilities  appears  to  lack  any  objective  basis  and  is  not 
supported  by  standard  statistical  principles  or  sampling  methodology.  In 
addition,  after  the  exclusion  of  the  16  facilities,  the  remaining  sample 
was  so  small  (only  11  facilities)  that  on  size  alone  it  offers  minimal 
statistical  reliability. 

A  detailed  analysis  of  each  of  these  issues  is  provided  below: 

•        Use  of  "Lowest  Invoice  Price" 

Rather  than  requesting  information  about  all  the  lenses  purchased  by 
the  surveyed  facilities,  the  OIG's  inspection  teams  collected  only 
the  "lowest  invoice  price  for  any  lens  used  in  the  ASC."  Thus,  if  a 
particular  facility  used  a  variety  of  lens  types,  or  if  the  facility 
purchased  lenses  from  multiple  vendors,  all  but  the  lowest  price 
lenses  were  excluded  from  consideration. 

The  OIG's  consideration  of  only  the  lowest  price  paid  by  a  facility 
assumes  that  all  lOLs  are  interchangeable  and  that  there  can  be  no 
valid  reason  for  using  a  higher-priced  lens.  In  fact,  there  are 
substantial  differences  among  lenses  (e.g.,  multi-piece  versus  high 
technology;  posterior  versus  anterior),  so  that  a  facility  may  have 
ample  reason  to  select  a  higher-priced  item.  Individual  physicians 
often  choose  different  lens  styles  based  upon  patient  care 
considerations  or  surgical  technique  so  that  facilities  with  more 
than  one  ophthalmologist  may  need  to  purchase  a  variety  of  lens 
types  in  order  to  accommodate  physicians'  needs.  Indeed,  the 
lowest-priced  lens  may  be  the  choice  of  only  a  single  physician  and 
may  represent  a  small  fraction  of  all  the  lenses  used  in  the 
facility. 

The  OIG's  approach  of  only  considering  the  lowest  price  paid  by  a 
facility  at  any  time  during  the  survey  period  could  well  have 
resulted    in    the     collection     of     unrealistic     data.  Manufacturers 
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occasionally  offer  temporary  reductions  in  lens  prices — when  a  new 
lens  style  is  being  introduced,  for  example,  or  to  help  promote 
sales  of  lenses  that  are  nearing  their  expiration  date.  If  a 
facility  purchased  lenses — even  a  few — at  such  a  "promotional" 
price,  then  only  the  "promotional"  price  would  be  included  in  the 
OIG  data,  even  if  that  price  had  been  offered  only  for  a  limited 
period  and  most  of  the  facility's  purchases  had  been  at  higher 
prices . 

•  Valuation  of  Supply  and  Equipment  Discounts 

To  reflect  the  value  of  any  supplies  or  equipment  furnished  by 
manufacturers  with  their  lenses,  the  OIG  subtracted  from  the  invoice 
price  the  list  price  of  such  items.  This  approach  overstates  the 
value  of  the  supplies  or  equipment  and  understates  the  actual  cost 
of  the  lenses.  In  addition,  it  is  inconsistent  with  the  OIG's 
recommendation  that  ASCs  negotiate  discounts  for  medical  supplies. 

It  is  common  (indeed,  it  may  well  be  the  norm)  in  the  ophthalmics 
industry,  as  well  as  in  the  healthcare  industry  in  general,  for 
supplies  and  equipment  to  be  sold  at  a  discount  from  list  price. 
ASCs — particularly  high-volxime  facilities — are  sometimes  able  to 
obtain  substantial  discounts  from  manufacturers  on  supplies  and 
equipment,  even  without  making  a  commitment  to  purchase  the 
manufacturer's  lOLs.  In  adjusting  lOL  prices  to  account  for  items 
furnished  with  the  lOL,  the  OIG  should  not  have  deducted  the  full 
list  price  of  the  items  involved.  Rather,  only  the  amount  that  the 
ASC  would  have  paid  for  the  item  in  the  absence  of  a  linkage  between 
the  item  and  the  lOL  should  have  been  deducted. 

For  example,  the  OIG  report  indicates  that  ASC  i^25  received  .75  ml 
of  Healon  with  each  lOL  purchased.  The  OIG  deducted  $115,  the  full 
list  price  of  the  Healon,  from  the  cost  of  the  lOLs  purchased  by 
that  ASC.  Yet,  many  facilities  pay  significantly  less  than  $115  for 
a  .75  ml  vial  of  Healon;  indeed,  in  another  section  of  its  report, 
the  OIG  stated  that  one  facility,  that  is  affiliated  with  a  national 
buying  group,  purchases  Healon  for  only  $83.  It  was  therefore 
inappropriate  to  reduce  the  lens  cost  of  ASC  #25  by  the  full  $115. 

•  Selective  Elimination  of  Data 

By  far  the  most  serious  flaw  in  the  OIG  methodology  is  the  exclusion 
of  16  facilities  from  the  original  27-site  sample.  This  exclusion 
appears  to  be  driven  by  policy  concerns  rather  than  methodological 
reasons . 

Twelvii  facilities  were  eliminated  for  "not  having  negotiated  lower 
lens  prices  or  received  equipment  credits  or  supplies  from  the  lens 
manufacturers."  The  OIG's  finding  that  fully  44%  of  facilities 
failed  to  obtain  price  concessions  of  any  kind  is  inconsistent  with 
Ernst  &  Whinney's  findings.  Given  the  well-known  willingness  of 
manufacturers  to  discount  lens  prices,  it  appears  unlikely  that  such 
a  large  percentage  of  facilities  failed  to  obtain  such  concessions. 
Indeed,  the  OIG's  data  in  this  area  stands  in  marked  contrast  to  the 
findings  from  Ernst  S.  Whinney's  study  (see  page  13,  of  this  report). 
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in  which  fully  78%  of  facilities  reported  that  they  had  successfully 
obtained  price  concessions  from  lOL  manufacturers.  Furthermore, 
facilities  that  did  not  receive  price  concessions  may  not  have  been 
acting  imprudently;  it  is  likely  that  facilities  in  this  category 
may  have  been  low  volume  facilities  with  less  sophisticated 
administrative  support  and  less  bargaining  power.  Finally,  it  is 
not  clear  how  the  OIG  was  able  to  determine  whether  a  facility  did 
or  did  not  bargain  over  lens  prices,  because  the  survey  instrument 
used  by  the  OIG  does  not  contain  any  questions  relating  to 
facilities'  negotiations  with  lens  manufacturers. 

In  addition  to  the  12  facilities  eliminated  for  their  apparent 
failure  to  obtain  price  concessions,  the  OIG  also  eliminated  four 
other  facilities  that  paid  more  than  $300  per  lens,  claiming  that 
these  facilities  paid  "inflated"  prices.  However,  there  are 
legitimate  reasons  why  a  particular  facility  may  pay  a  relatively 
high  price.  For  example,  the  facility  may  be  purchasing  an  unusual, 
more  sophisticated  lens,  or  it  may  have  such  low  volume  that 
manufacturers  are  unwilling  to  offer  it  a  discount.  This  exclusion 
of  all  facilities  that  paid  more  than  a  particular  amount,  without 
investigating  the  particular  reasons  for  such  payment,  is  improper. 
Even  if  there  was  no  particular  reason  for  the  facility  to  have  paid 
a  relatively  high  price,  there  was  no  methodological  reason  for  the 
OIG  to  exclude  that  data  other  than  a  preconceived  notion  of  how 
much  ASCs  should  pay  for  lenses.  Such  a  preconceived  notion  is  an 
arbitrary,  not  an  objective,  one,  and  to  set  a  payment  rate  on  the 
basis  of  such  a  subjective  notion  is  inconsistent  with  the  statutory 
requirement  that  the  rate  be  based  on  actual  acquisition  costs. 

For  two  of  the  facilities  which  were  excluded  for  having  paid 
"inflated"  prices,  the  OIG  did  not  even  attempt  to  calculate 
precisely  how  much  they  were  paying  for  lenses,  even  though  the  OIG 
could  have  done  so  without  difficulty.  The  OIG  noted  that  the 
facilities  were  receiving  equipment  credits  that  reduced  their  net 
costs  for  lOLs,  but  because  the  value  of  the  credits  on  a  per-lens 
basis  was  not  stated  on  the  manufacturers'  invoices,  the  OIG  simply 
excluded  the  facilities  from  the  sample  entirely.  However,  the  OIG 
report  indicates  exactly  what  equipment  was  furnished  by  the 
manufacturer  to  the  facility,  and  the  OIG  should  have  been  able  to 
determine,  during  its  site  visits,  how  many  lenses  the  facility  was 
required  to  purchase  in  exchange  for  that  equipment.  The  per-lens 
discount  could  then  have  been  determined  by  simply  dividing  the 
value  of  the  equipment  by  the  number  of  lenses  involved. 

Even  if  there  were  adequate  reasons  for  the  OIG's  exclusion  of  the 
highest  cost  facilities,  the  OIG  should  not  have  done  so  without 
also  excluding  the  data  from  the  lowest  cost  facilities.  For 
example,  the  11  facilities  upon  which  the  final  $200  rate  is  based 
include  one  facility  with  a  net  lowest  invoice  price  of  only  $85. 
This  amount  is  approximately  2.3  standard  deviations  below  the  mean 
for  the  entire  27-facility  sample  (2.2  standard  deviations  for  the 
final  ll-facility  sample). 


-6- 


92 


•        Use  of  Data 

It  is  inappropriate  to  use  the  limited  OIG  data  as  the  basis  for 
setting  national  reimbursement  rates.  While  a  sample  of  11 
facilities  might  conceivably  be  sufficient,  if  there  were 
considerable  uniformity  in  the  prices  paid  by  the  various 
facilities,  the  lOL  market  exhibits  very  little  uniformity  in 
prices.  The  OIG  data  for  all  27  facilities  shows  a  range  of  $175  or 
306%  ($85  to  $260)  between  the  lowest  and  highest  prices  paid.  This 
wide  range  is  confirmed  by  the  Ernst  &  Whinney  study  (see 
Exhibit  V),  where  there  is  a  range  of  $269  or  408%  ($87  to  $356). 
Consequently,  there  appears  to  be  no  statistical  basis  for  using  the 
data  from  the  11  facilities  on  which  the  OIG  recommendation  is  based 
to  set  a  payment  rate  for  all  of  the  several  hundred  ASCs  that 
perform  cataract  surgery. 
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ERNST  &  WHDiNEY  STUDY 

Overview 

Ernst  &  Whinney  was  engaged  by  the  Outpatient  Ophthalmic  Surgery  Society 
to  conduct  an  independent  study  of  lOL  acquisition  costs.  This  study  had 
three  primary  purposes: 

•  To  determine  the  average  actual  cost  incurred  by  ASCs  in  acquiring 
intraocular  lenses  (net  of  all  discounts,  rebates,  or  incentives); 

•  To  determine  whether  there  are  meaningful  cost  differences  between 
types  of  lenses; 

•  To  determine  whether,  and  to  what  extent,  ASCs  are  seeking  to  obtain 
discounts  from  lens  manufacturers,  by  negotiating  lOL  purchase 
prices  and/or  participating  in  group  purchasing  arrangements. 

Methodology 

In  approaching  this  project,  Ernst  S<  Whinney  sought  a  cost-effective 
method  of  obtaining  information  from  as  large  a  sample  as  possible. 
Because  information  can  be  collected  more  quickly  and  at  far  less  expense 
through  a  written  survey  than  personal  interviews,  Ernst  S<  Whinney 
decided  to  use  a  written  survey  as  the  primary  initial 
information-gathering  technique.  Such  a  survey  was  ultimately  sent  to 
245  ASCs.  However,  because  written  surveys  are  susceptible  to  errors, 
Ernst  &  Whinney  decided  to  visit  30  ASCs  that  completed  the  written 
survey  to  verify  the  survey  data.  Appropriate  adjustments  could  then  be 
made,  if  necessary,  to  the  results  of  the  written  survey.  Moreover,  in 
the  event  the  self-reported  information  proved  unreliable,  it  was  hoped 
that  the  data  from  the  on-site  visits,  standing  alone,  would  be 
sufficient  to  generate  meaningful  results. 

Carrying  out  this  project  involved  four  basic  tasks.  The  first  task  was 
to  collect  data  about  all  ASCs  that  perform  cataract  surgery  so  that  the 
facilities  selected  for  a  site  visit  would  be  reasonably  representative 
of  all  ASCs.  This  task  was  accomplished  through  a  telephone  survey  of 
approximately  245  Medicare-certified  facilities  that  perform  cataract 
surgery.  The  second  step  was  a  written  survey  inquiring  about  lOL 
purchasing  practices,  the  amounts  paid  for  lOLs,  and  discount 
arrangements;  this  survey  was  sent  to  each  of  the  245  facilities  that  had 
been  contacted  by  telephone.  The  third  task  involved  site  visits  to  30 
facilities.  The  last  major  task  involved  extensive  analysis  of  the  data 
from  both  the  written  survey  and  the  site  visits.  Each  of  these  steps  is 
discussed  in  greater  detail  below. 

Task  1  -  Telephone  Survey 

After  conducting  some  preliminary  research,  Ernst  &  Whinney  concluded 
that  there  was  no  document  available  which  adequately  summarized  the  key 
features  of  the  ASC  industry.  Therefore,  a  telephone  survey  of 
Medicare-certified  ASCs  was  conducted.  The  purpose  of  this  survey  was  to 
identify  the  key  characteristics   of   ASCs    that   perform   cataract  surgery, 
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so  that  site  visits  could  be  made  to  facilities  that  are  broadly 
representative  of  the  industry  as  a  whole. 

In  order  to  conduct  the  telephone  survey,  a  listing  of  Medicare-certified 
ASCs  was  obtained  from  HCFA.  The  list,  dated  March,  1988,  included  898 
facilities  sorted  by  state.  Next,  a  survey  document,  requesting  general 
information  about  the  nature  of  the  facility  and  the  number  and  type  of 
procedures  it  performs,  was  developed.  A  copy  of  the  survey  questions  is 
provided  in  Exhibit  II. 

Of  the  898  ASCs  on  the  list,  2A5  ASCs  that  perform  cataract  surgery  were 
successfully  contacted  and  completed  the  telephone  survey.  It  is 
difficult  to  determine  exactly  what  percentage  of  all  facilities  that 
perform  cataract  surgery  the  245  ASCs  contacted  during  the  telephone 
survey  represent.  According  to  January  1988  data  obtained  from  ASCs' 
Requests  for  Certification  by  the  Medicare  program,  740  ASCs  were 
planning  to  perform  ophthalmic  surgery  at  the  time  they  first  applied  for 
Medicare  certification.  However,  many  multi-specialty  ASCs  that  either 
were  planning  to  perform  cataract  surgery  or  did  perform  cataract  surgery 
at  one  time  are  no  longer  performing  this  procedure  (in  part  because  of 
low  reimbursement  rates).  Additionally,  many  multi-specialty  ASCs,  when 
they  first  apply  for  certification,  indicate  that  they  intend  to  develop 
all  surgical  specialties  in  order  to  maximize  their  options,  although 
after  commencing  operation  they  perform  only  selected  specialties.  Thus, 
while  the  telephone  survey  captured  33%  (245  out  of  740)  of  all  ASCs 
certified  to  perform  cataract  surgery,  in  all  likelihood  it  captured  a 
significantly  higher  percentage  of  the  ASCs  actually  performing  cataract 
surgery. 

The  ASCs  included  in  the  telephone  survey  appear  reasonably  typical  of 
the  industry  as  a  whole.  Of  the  245  ASCs  in  the  survey,  112  were 
multi-specialty  and  133  were  single-specialty  ophthalmic  ASCs.  The 
average  number  of  operating  rooms  per  surveyed  ASC  was  2.6,  which  also 
equals  the  average  number  of  operating  rooms  in  all  Medicare-certified 
ASCs,  according  to  the  ASCs'  requests  for  certification.  Additionally, 
the  average  annual  number  of  cataract  procedures  per  surveyed  ophthalmic 
center  was  605,  and  407  per  surveyed  multi-specialty  center.  The 
combined  average  annual  number  of  cataract  procedures  for  all  surveyed 
ASCs  was  515. 

Task  2  -  Written  Survey 

Each  of  the  245  facilities  that  completed  the  telephone  survey  was  sent  a 
written  questionnaire  regarding  lOL  purchasing  patterns  for  1987.  The 
questionnaire  was  developed  in  consultation  with  a  variety  of 
organizations  knowledgeable  about  cataract  surgery  and  lOLs,  including 
the  Outpatient  Ophthalmic  Surgery  Society  and  several  lOL  manufacturers. 
It  requested  the  information  necessary  to  address  the  statutory 
standard — that  payments  be  based  on  facilities'  acquisition  cost — as  well 
as  information  needed  to  answer  several  key  questions  raised  by  the  OIG's 
study.     Specifically,  the  survey  requested  the  following  information: 

•  lOL  invoice  prices  and  volume  by  type  and  by  vendor; 

•  general  lOL  contracting  terms; 
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•  lOL  volume  discounts  obtained;  and 

•  equipment,  supplies,  or  other  incentives  received  from  lOL 
manufacturers . 

A  copy  of  the  full  survey  instrument  is  provided  in  Appendix  I.  Where 
individual  surgeons,  rather  than  the  facility,  purchased  the  lOLs  used  in 
the  facility,  the  ASC  was  asked  to  have  the  physicians  complete  the 
survey. 

The  survey  asked  ASCs  to  distinguish  among  three  classes  of  lOLs.  The 
classifications  were  developed  by  the  Health  Industry  Manufacturers 
Association  based  on  the  technology  required  to  manufacture  different 
types  of  lenses  and  the  clinical  benefits  of  various  lens  types.  The 
classifications  and  definitions,  which  were  furnished  to  the  facilities 
as  part  of  the  survey,  are: 

•  Multi-Piece  lOLs  -  These  lenses  are  comprised  of  a  PMMA  optic, 
either  clear  or  ultraviolet  absorbing.  The  lens  is  configured  with 
inserted  loops  (separate  pieces)  which  may  be  fashioned  with  or 
without  eyelets  or  notches  and  may  include  laser  ridges.  These  lOLs 
are  standard  lens  technology. 

•  Single-Piece  lOLs  -  These  lenses  are  manufactured  in  a  single  piece 
(including  both  the  optic  and  the  loops)  from  a  single  sheet  of  PMMA 
material,  either  clear  or  ultraviolet  absorbing. 

•  Advanced  Technology  lOLs  -  These  single-piece  lOLs  include  process 
enhancements  such  as  surface  alterations  and  coatings  that  provide  a 
safety  barrier  between  the  lOL  and  the  corneal  endothelium  and/or 
are  constructed  of  new  materials  that  can  be  folded  and  inserted 
through  smaller  incisions. 

A  total  of  102  responses  to  the  written  survey  questionnaire  were 
received,  15  of  which  were  collected  through  follow-up  telephone  calls, 
representing  an  overall  response  rate  of  A2%.  Of  these  102  responses,  94 
had  sufficient  information  on  the  lOL  price  and  volume  data  for  the 
quantitative  analysis.  The  other  eight  responses  answered  only  the 
narrative  questions.  A  number  of  ASCs  contacted  in  follow-up  telephone 
calls  indicated  an  unwillingness  to  participate  in  the  survey  or  were 
unable  to  provide  the  requested  lOL  price  and  volume  information.  Three 
responses  received  by  mail  were  not  included  in  the  study  due  to 
insufficient  information  (e.g. ,  the  volume  of  lOL  purchases  was  provided 
without  the  associated  prices  or  lOL  prices  were  provided  without  volume 
data) . 

Collectively,  survey  respondents  purchased  a  total  of  approximately 
29,400  multi-piece  lenses,  14,500  single-piece  lenses,  and  1,000  advanced 
technology  lenses.  Approximately  20  different  lOL  suppliers  were 
identified  by  the  respondents.  The  average  volume  of  lOLs  per  purchaser 
by  type  of  lens  was  439  multi-piece  (67  purchasers),  238  single-piece  (61 
purchasers),  and  85  advanced  technology  (12  purchasers).  It  is  important 
to  note  that  a  purchaser  could  be  an  ASC  or  a  physician.  For  the  total 
sample  of  102  facilities,  the  mean  and  median  number  of  cataract 
procedures   were   553   and   420,    respectively.     The  respondents   to   the  mail 
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survey  appear  to  perform  more  cataract  procedures  than  the  respondents  to 
the  telephone  survey  of  245  ASCs  performing  ophthalmic  surgery  (553 
procedures  versus  515  procedures). 

Multi-specialty  and  single-specialty  facilities  were  almost  equally 
represented  in  the  responses;  45  multi-specialty  facilities  and  49 
single-specialty  ASCs  responded.  (Nine  facilities  could  not  be 
classified  since  the  survey  was  completed  by  a  physician  who  did  not 
identify  the  ASC. ) 

The  geographic  distribution  of  the  responses  by  state  is  presented  in 
Exhibit  III  and  is  comparable  to  the  ASC  universe.  Similarly,  the  market 
shares  of  the  major  lOL  manufacturers  were  estimated  from  the  survey 
responses  and  also  appear  comparable  to  the  market  shares  of  the 
manufacturers  as  published  in  the  OIG  report  (see  Exhibit  IV).  These 
results  support  the  conclusion  that  the  respondents  are  reasonably 
representative  of  the  total  ASC  universe. 

The  actual  responses  to  the  written  survey  are  summarized  in  Appendix  I 
on  the  copy  of  the  survey  form. 

Task  3  -  On-Site  Verification 

Thirty  facilities  were  selected  for  site  visits  by  Ernst  &  Whinney  staff 
from  the  facilities  that  completed  the  written  survey.  The  30  sites  were 
selected  based  upon  geographic  distribution,  volume  of  surgical 
procedures  and  the  mix  of  multi-  and  single-specialty  ASCs.  Another 
factor  in  selecting  the  30  sites  was  voluntary  participation  by  the 
ASCs.  Exhibits  III  and  IV  compare  the  30  selected  sites  to  the  ASCs  in 
the  written  survey  and  the  telephone  survey.  The  key  characteristics  of 
the  sites  at  which  on-site  verification  procedures  were  performed  are 
presented  in  Exhibit  V. 

At  each  of  the  30  sites,  each  question  in  the  written  survey  was 
discussed  with  the  ASC  administrator  or  other  staff  member  responsible 
for  purchasing  lOLs.  Copies  of  invoices  related  to  lOL  purchases  (from 
accounts  payable  files  of  the  facility)  were  reviewed  for  each 
manufacturer  from  which  lenses  were  purchased  by  the  ASC  during  the 
period  in  question.  Representative  samples  of  invoices  for  lOL  purchases 
were  obtained.  In  addition,  copies  of  any  current  lOL  purchase 
agreements  were  requested  and  examined  and,  when  appropriate,  copies  were 
obtained . 

Findings 

Results  of  Site  Visits 

The  information  collected  from  the  thirty  facilities  visited  by  Ernst  & 
Whinney  is  summarized  below  by  type  of  lens  and  is  presented  in  Exhibit 
VI  by  ASC. 
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TABLE  I 

COSTS  OF  lOLS  NET  OF  ALL  DISCOUNTS 
30  SITES  VISITED  BY  E&W 


lOL  Volume 


Advanced  Overall 
Multi-Piece     Single-Piece    Technology  Average 


10,018 


4,470 


19 


NA 


Nvunber  of 
Purchasers 


20 


20 


NA 


Average  Volume 
Per  Purchaser 

Net  Average 
Price 


501 


$234 


224 


$262 


19 

$425 


NA 


$252 


The  cost  of  an  lOL  for  each  facility  is  a  weighted  average  cost  based  on 
the  volume  of  the  different  types  of  lenses  purchased  from  the  various 
vendors  by  each  facility.  The  lOL  cost  for  all  the  facilities  is  an 
average  of  each  facility's  lOL  cost. 

Exhibit  VII  summarizes  the  supply  discount  or  other  incentive 
arrangements  received  by  9  of  the  30  ASCs  visited.  The  effect  of  these 
arrangements  on  the  average  lOL  price  paid  by  the  facilities  is  shown  in 
the  last  column  of  Exhibit  VI.  The  average  cost  per  lens,  net  of  all 
discounts  and  credits,  for  all  30  sites  visited  by  Ernst  &  Whinney  was 
$252. 


Comparison  of  On-Site  Data  with  Written  Surveys 

Ernst  &  Whinney  compared  the  information  collected  at  the  30  sites  that 
were  visited  with  the  information  that  those  facilities  had  reported  in 
their  written  surveys.  In  general  the  information  confirmed  the 
information  furnished  in  the  written  survey. 

Similarly,  the  information  collected  on-site  about  facilities'  discount 
arrangements  with  manufacturers  did  not  differ  materially  from  the 
information  that  the  facilities  had  reported  in  the  written  survey. 
While  Ernst  St  Whinney  found  under-reported  discount  arrangements  that 
required  adjustment  of  the  self-reported  data,  the  net  effect  of  these 
adjustments  was  only  $6  per  lens.  The  only  noteworthy  problem  found 
during  the  on-site  visits  was  the  misclassif ication  of  single-piece 
lenses  as  multi-piece  lenses. 

The  on  site  observations  confirmed  that  the  information  collected  in  the 
written  survey  was  reasonably  accurate  and  could  be  reasonably  relied 
upon,  except  with  regard  to  the  classification  of  lenses.  Consequently, 
the  information  gathered  through  the  written  survey  process  is  presented 
below. 
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Written  Survey  Results 

•  General  Contracting  Terms 

Eighty-four  facilities,  or  82%  of  all  respondents,  attempted  to 
obtain  more  favorable  terms  from  their  lOL  supplier  than  the 
supplier  had  originally  offered.  Of  these  84  facilities,  80  (78%) 
were  successful  in  obtaining  more  favorable  terms.  This  is  a 
significantly  higher  percentage  than  was  found  by  the  OIG  study.  A 
total  of  19  respondents  were  part  of  a  purchasing  group  which 
negotiates  lOL  purchases;  as  would  be  expected,  multi-specialty 
facilities  were  more  likely  than  single-specialty  centers  to  belong 
to  these  organizations  (27%  and  11%,  respectively). 

Volume  commitments  with  a  particular  manufacturer  in  exchange  for 
more  favorable  terms  were  less  common  than  expected,  with  only  28% 
of  ASCs  entering  into  these  types  of  arrangements.  Among  the 
facilities  that  made  such  commitments  and  which  reported  the  level 
of  their  commitment,  the  average  volume  commitment  was  389  lenses 
per  year. 

•  Lens  Prices  -,  ■ 

The  average  invoice  price  for  lOLs  (before  any  discounts  or 
incentive  arrangements,  including  equipment  credits)  at  each  site 
was  calculated  by  weighting  the  invoice  prices  from  each  vendor  by 
the  volume  purchased  from  that  vendor  to  obtain  the  weighted  average 
lOL  price. 

The  invoice  prices  were  then  adjusted  to  reflect  any  supplies, 
equipment  or  other  goods  or  services  received  in  connection  with  the 
lOLs.  Almost  one  quarter  (23%)  of  all  respondents  reported  having 
received  supplies  free  or  at  a  discount  from  their  lOL  vendor,  while 
17%  received  equipment  or  equipment  credits.  Six  percent  of  all 
respondents  received  other  benefits,  such  as  marketing  brochures  or 
consultant  services,  from  an  lOL  manufacturer.  The  value  of  these 
benefits  per  lens  was  determined  by  calculating  what  the  ASC  would 
have  paid  for  the  items  or  services  had  the  item  been  purchased 
without  connection  to  lOLs,  and  then  dividing  that  amount  by  the 
number  of  lenses  involved. 

The  net  average  price,  after  all  discount  and  incentive 
arrangements,  including  equipment  credits,  for  the  94  facilities  in 
the  sample  was  $254.  This  is  essentially  identical  to  the  net 
average  lOL  acquisition  cost  data  collected  from  the  30  ASCS  where 
the  survey  responses  were  verified  ($252)  and  to  the  $253  average 
lowest  lOL  invoice  price  for  the  27  sites  in  the  OIG  sample.  The 
median  cost  was  slightly  higher,  at  $261.  A  summary  of  the  average 
invoice  price,  discount,  and  net  invoice  price  data  from  the  various 
sources  discussed  in  this  report  is  presented  in  Exhibit  VII. 
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•        lens  Classes 

Pricing  differences  amcng  cr.a  rr.ree  classes  cf  lenses  were  observed 
in  the  sainple,  alchcigh  there  vas  significant  overlap  in  the  actual 
prices  paid.  For  the  entire  sasple  cf  94  facilities,  the  mean  net 
prices  for  multi-piece,  single-piece  and  advanced  technology  lenses 
were  $253,  $258,  and  $343,  respectively.  Again,  the  median  prices 
were  higher:  $256,  $253  and  S38S,  respectively.  Tne  difference  in 
prices  between  the  various  types  of  lenses  was  greater  in  the  30 
verified  facilities  (5ee  Table  I  on  Page  13).  This  may  be  due  to 
the  fact  that  during  the  verification  process,  Ernst  St  Whinney 
discovered  that  some  facilities  were  misclassif ying  lOLs. 
Therefore,  the  data  from  the  30  visited  sites  is  mere  reflective  of 
the  actual  cost  of  the  various  lens  types. 
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SUMMARY 

The  OIG  and  Ernst  S.  Whinney  studies,  taken  together,  have  produced  a 
valuable  data  base  of  information  on  lOL  pricing.  Although  significantly 
different  methodologies  were  employed,  the  net  average  lOL  acquisition 
cost  is  remarkably  similar  for  the  two  approaches  (see  Exhibit  VIII). 
The  average  net  price  paid  (after  discounts,  incentives  and  equipment 
credits)  was  $254  for  all  9h  survey  responses  and  $252  for  the  30 
facilities  visited  by  Ernst  5«  Whinney  staff,  while  the  OIG  total  sample 
data  yielded  a  net  average  lowest  invoice  price  of  $253. 

The  OIG's  rate  recommendation  of  $200  is  inconsistent  with  the  net 
invoice  price  data  obtained  through  both  studies.  Only  if  data  from  16 
facilities  are  excluded,  leaving  data  from  just  11  facilities,  does  the 
OIG  survey  support  a  $200  rate.  However,  there  appears  to  be  no 
statistical  basis  for  such  an  exclusion. 

In  addition,  HCFA's  initial  proposal  to  pay  the  same  cimount  for  all 
classes  of  lenses  is  not  supported  by  the  results  of  the  Ernst  i  Whinney 
study  (the  OIG  did  not  distinguish  in  its  survey  between  types  of 
lenses).  The  results  of  Ernst  St  Whinney 's  study  show  that  both  the  mean 
and  median  costs  per  lens  increase  with  higher  lens  technology.  That  is, 
the  net  average  cost  of  multi-piece  lenses  is  less  than  that  of 
single-piece  lenses,  which  is  less  than  advanced  technology  lenses. 

Based  on  the  cost  data  collected  in  both  studies,  an  average  overall  rate 
of  $254  appears  appropriate. 
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EXHIBIT  I 

AVERAGE  INVOICE  COST  BEFORE  AND  -:    ^'^r-':.     is-  T      '  Vi^;- 

AFTER  DISCOUNT  ARRANGEMENTS-OIG  STUDY 

Lowest  Value  of  Net  Lowest 

Invoice  Discount  Invoice 


ASC  # 

Cost 

Per  GIG 

Cost 

1 

$275 

$275 

2 

275 

$15 

260 

3 

213 

213 

4 

295 

90 

-       -  /  205  * 

6 

290 

290 

7 

401 

91      .  " 

310 

8 

280 

280 

9 

195 

-195 

10 

195 

195 

11 

380 

-'     ■  — 

•  380 

12 

380 

380  (2) 

13 

150 

20 

130  (2) 

Ik 

294 

294 

15 

175 

90  - 

85 

16 

235 

.235 

17 

390 

390 

19 

205 

205 

20 

300 

300 

21 

375 

...    375  V  .. 

22 

235 

235 

23 

205 

205 

Zk 

250 

250 

25 

276 

115 

161 

26 

300 

75 

225 

27 

265 

265 

28 

255 

255 

29 

240 

240 

Average  of 

27  Sites  (1)  $271  $18  $253 


(1)  Note:  Usable  data  not  obtained  from  2  ASCs   (#5   and  #18)   be  cause  the 

lenses  are  not  supplied  or  billed  by  the  ASCs  and  no  specific 
lens  information  was  available. 

(2)  Note:  Less  undetermined  equipment  credit. 

Source:  Office  of  Inspector  General  (GIG),  "Medicare  Certified 
Ambulatory  Surgical  Centers  -  Cataract  Surgery  Costs  and 
Related  Issues",  March  1988. 
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E3fflIBIT  II  ,  , 

ASC  TELEPHONE  SURVEY  QUESTIONS 

(1)  Do    you   perform   cataract    surgery?      (If    the    ASC    answered    no,  the 
survey  was  terminated  at  this  point.) 

(2)  Is  the  ASC  a  multi-specialty  facility  or  exclusively  ophthalmic? 

(3)  How  many  operating  rooms  does  the  ASC  contain? 

(4)  How  many  cataract  procedures  were  performed  in  1987? 

(5)  How  many  non-cataract  procedures  were  performed  in  1987? 

(6)  When  did  the  ASC  become  operational? 

(7)  What   surgical    technique   do   your   physicians   utilize   during  cataract 
surgery? 

a.  Intracapsular  extraction 

b.  Extracapsular  extraction 

c.  Phacoemulsification 

(8)  Do  you  routinely  use  Healon  during  cataract  surgery? 

(9)  What  was  the  approximate  capital  cost  of  the  ASC?     (Only  26%  of  the 
respondents  were  able  to  answer  this  question). 
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EXHIBIT  III 

lOL  SURVEY  RESPONSES  AND  DATA 
VERIFICATION  SITES  -  BY  STATE 


ASC 

Telephone  lOL 


HCFA 

Survey 

Survey 

E&W 

Data 

%  of 

#  of 

%  of 

#  of 

%  of 

Site 

%  of 

State 

(1) 

Total 

Responses 

Total 

Responses 

Total 

Visits 

Total 

California 

181 

20.2% 

54 

22.0% 

24 

23 . 5% 

7 

23 . 3% 

Texas 

77 

8.6 

19 

7.8 

7 

6.9 

3 

10.0 

Florida 

63 

7.0 

16 

6.5 

7 

6.9 

2 

6.7 

Arizona 

57 

6.3 

12 

4.9 

5 

4.9 

2 

6.7 

Illinois 

28 

3.1 

5 

2.0 

3 

2.9 

2 

6.7 

Maryland 

28 

3.1 

3 

1.2 

- 

- 

- 

- 

Ohio 

26 

2.9 

15 

6.1 

7 

6.9 

3 

10.00 

Washington 

26 

2.9 

8 

3.3 

- 

- 

- 

- 

North  Carolina 

26 

2.9 

5 

2.0 

4 

3.9 

1 

3.3 

Louisiana 

Ik 

2.7 

4 

1.6 

1 

1.0 

- 

- 

Pennsylvania 

21 

2.3 

8 

3.3 

5 

4.9 

2 

6.7 

New  Jersey 

20 

2.2 

12 

4.9 

3 

2.9 

1 

3.3 

Indiana 

19 

2.1 

2 

0.8 

1 

1.0 

1 

3.3 

Kentucky 

17 

1.9 

5 

2.0 

2 

2.0 

1 

3.3 

Missouri 

16 

1.8 

2 

0.8 

2 

2.0 

- 

- 

Alabama 

16 

1.8 

3 

1.2 

1 

1.0 

- 

- 

Tennessee 

14 

1.6 

4 

1.6 

2 

2.0 

- 

- 

Michigan 

14 

1.6 

6 

2.4 

4 

3.9 

1 

3.3 

Oklahoma 

13 

1.4 

3 

1.2 

1 

1.0 

- 

- 

Connecticut 

13 

1.4 

4 

1.6 

2 

2.0 

1 

3.3 

Colorado 

13 

1.4 

6 

2.4 

3 

2.9 

- 

- 

Puerto  Rico 

12 

1.3 

- 

- 

- 

- 

- 

- 

Kansas 

12 

1.3 

2 

0.8 

- 

- 

- 

- 

Georgia 

11 

1.2 

4 

1.6 

1 

1.0 

- 

- 

Massachusetts 

12 

1.2 

4 

1.6 

2 

2.0 

- 

- 

Arkansas 

10 

1.1 

1 

0.4 

1 

1.0 

New  York 

10 

1.1 

2 

0.8 

1 

1.0 

Nevada 

9 

1.0 

3 

1.2 

Montana 

9 

1.0 

3 

1.2 

1 

1.0 

Idaho 

8 

0.9 

1 

0.4 

Wisconsin 

8 

0.9 

2 

0.8 

Oregon 

7 

0.8 

2 

0.8 

2 

2.0 

Virginia 

7 

0.8 

4 

1.6 

2 

2.0 

1 

3.3 

Mississippi 

7 

0.8 

1 

0.4 

South  Carolina 

7 

0.8 

1 

0.4 

Hawaii 

6 

0.7 

1 

0.4 

1 

1.0 

Utah 

6 

0.7 

4 

1.6 

4 

3.9 

West  Virginia 

6 

0.7 

1 

0.4 

1 

1.0 

1 

3.3 

New  Hampshire 

5 

0.6 

3 

1.2 

1 

1.0 

1 

3.3 

North  Dakota 

5 

0.6 

1 

0.4 

South  Dakota 

4 

0.4 

1 

0.4 
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E3?HIBIT  III — (Continued) 

lOL  SURVEY  RESPONSES  AND  DATA 
VERIFICATION  SITES  -  BY  STATE 


State 

HCFA 
Data 
(1) 

7o  of 
Total 

ASC 
Telephone 
Survey 

#  of 
Responses 

%  of 
Total 

lOL 
Survey 
#  of 
Responses 

%  of 
Total 

ES.W 
Site 
Visits 

Iowa 

4 

0.4 

2 

0.8 

Alaska 

3 

0.3 

Maine 

3 

0.3 

0.4 

New  Mexico 

3 

0.3 

1 

Nebraska 

2 

0.2 

Rhode  Island 

2 

0.2 

1 

0.4 

Wyoming 

1 

0.1 

Washington,  DC 

2 

0.1 

Total 

898 

100.0% 

245 

100.0% 

102 

100.0% 

30 

(1)    Source:     HCFA  listing  of  all  Medicare  certified  ASCs ,  March  21,  1988. 
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EXHIBIT  IV-A 

MARKET  SHARE  OF  lOL  COMPANIES  .  :  ^ 

Multi  Piece,  Single  Piece  &  Advanced  Technology  Lenses 

ALLERGAN  1 4% 

  lOU^B  22% 

COOPER/CILCO  18% 

lOPTEX  11%  ^^^^^^  >^  OTHER  19% 
OPTICAL  RADIATION  10%         PHARMACIA  6% 


Source:  E^cW  lOL  Cost  Study  -  102  Responses. 


ALLERGAN  8% 


Source:  OIG  report  on  Cataract  Surgery  Costs 
and  Related  Issues.  March  1988. 
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EXHIBIT  IV-B 

MARKET  SHARE  OF  lOL  COMPANIES 

Multi  Piece,  Single  Piece  &  Advanced  Technology  Lenses 

ALLERGAN  12% 


COOPER/CILCO  16% 


lOPTEX  13% 


lOLAB  25% 


OTHER  23% 
OPTICAL  RADIATION  6%    pHARMACIA  5% 


Source:  EicW  lOL  Cost  Study  -  30  Verified  Site  Visits. 


ALLERGAN  9% 
CILCO  23% 


/ 


COBURN  OPTICAL  9% 

OPTICAL  RADIATION  11% 


IOU\B  23% 


OTHER  26% 


Source:  OIG  report  on  Cataract  Surgery  Costs 
and  Related  Issues.  March  1988. 
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EXHIBIT  V 

KEY  CHARACTERISTICS  OF  THE  ERNST  &  WHINNEY 
SURVEY  RESPONDENTS 


E&W 
Site 
Visits 


RESPONDENTS; 

SPECIALTY  DISTRIBUTION: 

Single  Specialty 
Multi  Specialty 

CATARACT  VOLUME  DISTRIBUTION: 

Less  than  200  procedures 
Between  200  &  399  procedures 
Between  ^00  &  599  procedures 
Between  600  &  799  procedures 
800  or  more  procedures 

Range:  K 

PURCHASED  lOL  VOLUME  DISTRIBUTION  (1); 


Less  than  200 


Between  200 
Between  400 
Between  600 
800  or  more 

Range : 


procedures 
399  procedures 
599  procedures 
799  procedures 


procedures 


30 


kl% 
53% 


lOL 
Survey 


102 


52% 
48% 


ASC 
Telephone 
Survey 

245 


54% 
46% 


17 


10% 

20% 

19% 

33% 

25% 

28% 

27% 

23% 

20% 

13% 

9% 

13% 

17% 

23% 

20% 

1,900 

19 

-  3,400 

0  -  3,400 

20% 

28% 

N/A 

43% 

28% 

N/A 

10% 

22% 

N/A 

13% 

6% 

N/A 

14% 

16% 

N/A 

1,919 

0 

-  2,960 

N/A 

(1)    Not  asked  in  ASC  Telephone  Survey 
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EXHIBIT  VI 

AVERAGE  INVOICE  COST  BEFORE  AND  AFTER  DISCOUNT  ARRANGEMENTS 
30  SITES  VISITED  BY  ERNST  &  WHINNEY  REPRESENTATIVES 


Average 

Net  Average 

Invoice  Cost 

verage 

Invoice  Cost 

Before  Discounts 

Disco un t  or 

After  Discounts 

ASC  IF 

or  Incentives  (1) 

Incent  ive 

and  Incentive  (10) 

i 

<t  98  7 

4987 
9  Zo  / 

0 

'+U  i 

■J  iU 

o 
J 

J  jU 

00 

9Q  9 

/• 

ZoU 

ZoU 

C 
J 

jUo 

jUo 

o 

7 

zo  i 

9 

ZjI 

□ 
o 

9  9 
zzo 

1  7  A 
1  /  4 

iU 

z/u 

S  9 
oZ 

ioo 

1 1 
11 

IZ 

Z  /  D 

9  7^ 
Z/ J 

1  1 
lo 

9  T  t; 
Z  J3 

9  "3  <J 
Z  JD 

iH 

J  i  J 

7n 
/u 

245 

10 

" '                    9  7  Q                          '  > 
/             Z  /O 

Z/o 

16 

297 

_ 

297 

17 

271 

271 

263 

9  A 

19 

239 

239 

20 

193 

3 

190 

21 

100 

13 

87 

22 

94 

94 

23 

281 

281 

24 

228 

228 

25 

.   -  291 

291 

26 

304 

304 

27 

275 

9 

266 

28 

304 

304 

29 

206 

206 

30 

208 

208 

Average  of 

30  sites 

$267 

$15 

$252 

(1)  For    all    types    of    lens    (multi     piece,     single    piece    and  advanced 
technology)  weighted  by  volume  of  each  type  purchased  by  an  ASC. 
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EXHIBIT  VII 

DISCOUNT  ARRANGEMENTS  FOR  lOL  PURCHASES  IN  ERNST  &  WHINNEY'S  SAMPLED  ASCS 


Net  Average  _ 
Invoice  Cost 
Average  After  Discount 

Invoice  Cost      Invoice  Price        or  Incentives  -1 
Cost  Before        for  Lenses  for  Lenses 

Discounts  or      with  Discount        with  Discount 
ASC  Incentives  (1)  Arrangements  (2)  Arrangements  (3)  Discount  Arrangements 

2  $401  $401  $310  $91     Equipment  Credit 

per  lens 

3  350  350  280  $70    Equipment  Credit 

per  lens 

7  281  305  217  Marketing  Assistance 

-  $88  per  lens 

8  300  300  225  $75     Equipment  Credit 

per  lens 

10  270  270  188  $81    or    $89  Equipment 

Credit  per  lens 

14  315  315  188  Healon     (.75     ml)  - 

$75/lens 

20  193  227  219  Discounted  BSS 

$8/lens 

21  100  100        '        - •     ■  •    87  Discounted  BSS 

$13/lens 

27  275  275  226  Healon     (.40  ml) 

$49/lens 


(1)  The  average  invoice  price  before  discounts  or  incentives  for  all  types  of 
lenses  used  in  the  ASC  (weighted  by  the  volume  of  each  type  of  lens 
purchased) . 

(2)  The  invoice  price  (for  lenses  with  discount  arrangements  only)  less  any 
equipment  allowance  or  free  supply  of  a  known  value. 

(3)  The  average  invoice  price  (for  lenses  with  discount  arrangements  only) 
after  discounts  or  incentives. 
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EXHIBIT  VIII 

COMPARISON  OF  SURVEY  RESPONSES 


 GIG  Study    E&W  Study  

ASCs 
Obtaining 
Discounts 

6.  That  Other 

Pay  Less      ASCs  Mail  All 

Than  $300    in  lOG       Total         Verified      S.  Phone  Survey 
Per  Lens      Study      QIC  Study      Responses    Responses  Responses 

lOL  Invoice 

Cost  (1)  $237  $295  $271  $267  $271  $270 

Average  Discount 

or  Incentive  $37  $6  $18  $15  $16  $16 

Net  lOL  Invoice 

Cost  (2)  $200  $289  $253  $252  $255  $254 

Number  of 

Respondents  11  16  27  30  64  94 


Note  (1):     Represents    the    lowest    invoice   cost   in   OIG   study,    and   the  average 
invoice  cost  in  the  E&W  study. 

Note  (2):     The   invoice  prices   less   any   discount,    equipment   allowance   or  free 
supply. 

Source  for  OIG  Study:  Office  of  Inspector  General,  "Medicare  Certified 
Ambulatory  Surgical  Centers  -  Cataract  Surgery  Costs 
and  Related  Issues",  March  1988. 
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APPENDIX  I 

Intraocular  Lens  (lOL)  Implantatlog  "'^ 
Coat  gufveY 

Respondent  (Facility  name  or  Physician  who  purchases  lOLs): 

 FINAL  RESULTS  

Address:   JUNE  3,  1988  


Phone  #: 


Person  completing  survey: 


A  small  sample  of  facilities  that  return  this  survey  will  be  requested 
to  participate  in  an  on-site  survey  or  other  verflcation  procedures. 

ONCE  VERIFICATION  PROCEDURES  HAVZ  BEEN  COMPLETED.  THIS  PAGE  WILL  BE 
DESTROYED. 


Site    (to  be  assigned  by  Ernst  &  Whlaney) 
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KQOIPMEHT  DISCODHTS 

1)  Do  you  receive  any  equipment  credits  for  your  lOL  purchases? 

Yea     14  (13. 7%)       hq     88  (86.3%) 

If  yes  and  the  amount  of  your  credit  appears  on  your  invoice,  please  enter  the  amount 
of  credit  you  receive  per  lOL  purchased  ^70. 02  (12  Reporting) 

2)  Did  you  receive  any  equipment,  as  part  of  your  lOL  purchase  agreement(s) ,  that  is  not 
reflected  as  a  credit  on  your  lOL  invoices?  (Do  not  include  any  equipment  for  which 
you  pay  an  amount  that  is  added  to  the  Invoice  price  of  the  lOL,  as  long  as  the  total 
amount  you  pay  the  manufacturer  for  the  equipment  is  equal  to  the  equipment's  fair 
market  value.) 

Yes   3  (2.97J  No     99  (97.1%) 

If  yes,  please  complete  the  following  chart.  In  the  first  column  (A),  enter  a 
description  of  the  equipment  (e.g.  phacoemulsification  machine).  In  the  second 
column  (B),  enter  the  approximate  dollar  value  of  the  equipment  received  less  any 
cash  down  payments  you  made.  In  the  third  colimin  (C)  enter  the  total  (not  annual) 
lOL  volume  purchase  commitments  that  were  associated  with  the  equipment  arrangement. 
In  the  fourth  column  (D)  enter  the  type  of  lens  with  which  the  equipment  arrangement 
is  associated.  In  the  last  column  (E)  enter  the  invoice  cost  per  lOL  with  which  the 
supply  discount  is  associated. 

(A)  (B)  (C)  (D)  (E) 

Dollar  lOL  Purchase  Lens  Type  *         lOL  Invoice 

EouiDiTient  Value  Financed      Volume  Required  (W.  S .  T.  or  All)     Coat  Per  Lens 

Example: 

Phacoemulsification      $85,000  1,200  M  $400 

Machine 


Comments: 


*  Lens  Types:    Multi  Piece  (M) 
Single  Piece  (S) 
Advanced  Technology  (T) 
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CZRESAL  CORTSACTING  TZSrtS 


1)  Are  you  part  of  a  purchasing  group  which  negotiates  lOL  purchases  for    ■  . 
you? 

Yes     19  (18.6%)        No    83  (81. 4%) 

2)  Did    you    attempt     to    obtain    more    favorable    terms    from    your  lOL 
supplier(3)  than  those  which  they  originally  offered? 

Yea    84  (82.4%)         No    18  (17.6%)  . 

If  yes,  did  you  succeed  in  obtaining  more  favorable  terms? 

Yes    80  (qs.?%)         no     4  (4.8%) 

3)  Did  you  receive  more   favorable   terms   from  your  supplier   in  exchange 
for  making    a  volume  commitment  for  lOL  purchases? 

Yea    28  (27.8%)         No   73  (72.2%) 
If  Yes,   annual  volume  commitment  Average  =  389  (19  reported)    ,     _    ' _ 
For  multi-year  contracts,  total  volume  commitment  Average  =  1,160  (2  reported) 
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lOL  VOLUMB  AHD  IRVOICS  COST 
1)  Please  complete  the  following  chart  by  type  of  lens: 


A)  Current  Annual  lOL 
Volume  by  vendor. 


SEE  EXHIBITS  IV  &  VIII 
WnXti  (M)»      Slnjtle  Piece  (S)*    Advanced  Tech  (T^* 


Allergan  Medical  Optics  (AMO) 

CooperVislon/Cllco 

lolab 

Optical  Radiation 

loptex 

Cobum 

Pharmacia 

Other:     (Name)  . 


B)  Total  current  invoice 
price  per  lOL  before 
any  applicable  supply 
and  equipment  credits 


?SatL^Plece_011*      Slnj^le  Piece  (S)*    Advanced  Tech  (T)* 

Allergan  Medical  Optics  (AMO)       

CooperVison/Cilco     

lolab  

Optical  Radiation     

loptex  

Cobum  

Pharmacia     

Other:  (Name)  

*  DEFINITIONS: 

Multi  Piece  lOLs  -  Comprised  of  a  PMMA  optic,  either  clear  or  ultraviolet 
absorbing.    The  lens  is  configured  with  inserted  loops  (separate  pieces)  which  may  be 
fashioned  with  or  without  eyelets  or  notches  and  may  include  laser  ridges.    This  is 
standard  lens  technology. 

Single  Piece  lOLa  -  Manufactured  in  a  single  piece  (including  both  the  optic  and 
loops)  from  a  single  sheet  of  PMMA  material,  either  clear  or  ultraviolet  absorbing. 

Advanced  Technology  lOLa  -  This  single  piece  lOL  includes  process  enhancements  such 
as  surface  alterations  and  coatings  that  provide  a  safety  barrier  between  the  lOL  and 
the  corneal  endothelium  and/or  is  constructed  of  new  materials  that  can  be  folded  and 
inserted  through  smaller  incisions. 
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Mrs.  Johnson.  Thank  you.  Before  my  time  runs  out,  I  want  to 
ask  Mr.  Rettig  a  question.  How  do  you  respond  to  the  comments 
from  the  first  panel  about  hospitals  shifting  inpatient  costs  to  en- 
hance payment  for  outpatient  services? 

Mr.  Rettig.  I  think  the  first  panel  did  fairly  well  in  answering 
that  question  about  whether  overhead  costs  are  being  shifted  for 
any  reason  from  inpatient  to  outpatient.  Only  I  would  add  to  the 
extend  the  AHA  has  looked  at  that  problem,  they  have  not  found  a 
pattern  that  that  is  so.  That  is  not  to  say  it  is  not  occurring  in 
some  cases. 

Further,  if  you  look  to  the  question  of  incentive,  it  was  stated 
that  incentive  clearly  is  in  that  direction.  The  analogy  I  draw  to 
the  inpatient  prospective  payment  situation,  ever3rthing  under  that 
incentive  was  for  there  to  be  an  increase  in  admissions  but  for 
whatever  reasons  that  did  not  occur  despite  the  strong  financial  in- 
centive. 

The  allocation  of  overhead  costs  goes  to  set  rules  which  are 
known  and  enforced  to  the  degree  HCFA  is  prepared  to  see  to  their 
enforcement.  There  is  a  remedy  at  hand  if  people  think  costs  are 
being  shifted  inappropriately. 

Mrs.  Johnson.  How  would  you  and  the  American  Hospital  Asso- 
ciation suggest  that  we  deal  with  the  fact  that  one-third  of  the  Na- 
tion's hospital  beds  are  unoccupied  but  staffed  and  that  is  one  of 
the  clear  forces  of  pushing  up  health  care  costs  across  the  Nation? 

In  other  words,  if  this  effort  to  constrain  Medicare  reimburse- 
ments is  unacceptably  broad  brushed  in  its  impact  and  causing  in 
some  instances  enormous  damage,  providing  more  damage  than 
benefits,  what  would  you  suggest?  What  have  you  done  as  an  asso- 
ciation to  look  at  those  beds  that  are  unused?  Where  are  they? 
What  should  we  be  doing  about  them? 

Mr.  Rettig.  I  am  sure  the  association  as  an  organization  knows 
more  about  it  than  I  do  1  week  on  the  job.  I  am  sure  the  associa- 
tion has  given  many  suggestions  to  the  hospitals.  As  to  what  to  do 
with  an  overcapacity-type  situation,  one  I  have  familiarity  with  is 
in  the  rural  setting  where  it  is  inevitable  that  in  order  to  serve  its 
constituency  certain  inefficiencies  need  to  be  tolerated  otherwise 
there  cannot  be  a  hospital  there. 

I  would  be  glad  to  supply  some  further  information  for  the 
record  on  this  general  question,  if  you  would  like. 

Mrs.  Johnson.  I  would  appreciate  that. 

[The  information  follows:] 
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Cipitol  Place,  Building  »3 
50  F  Street.  N.W 
Suite  1100 

Washington.  D  C.  20001 
Telephone  202.638-1100 
Cable  Address:  Amerhosp 


May  1,  1989 

Honorable  Nancy  Johnson 

119  Cannon  House  Office  Building 

U.S.  House  of  Representatives 

Washington,  D.C.  20515  ' 
Dear  Representative  Johnson 

During  the  April  10,  1989,  hearing  of  the  Ways  and  Means 
Subcommittee  on  Health,  you  asked  for  AHA's  suggestions  on  what 
should  be  done  to  reduce  the  number  of  unused  inpatient  hospital 
beds  and  for  data  describing  the  location  and  characteristics  of 
unused  beds.     I  am  pleased  to  furnish  you  with  AHA's  reponse. 

AHA  is  currently  developing  comprehensive  information  on  the  number, 
location,  and  characteristics  of  unused  beds.     The  enclosed  table 
indicates  that  occupancy  rates  are  higher  than  the  national  average 
in  the  eastern  United  States,  below  the  national  average  in  the 
midwest  and  mountain  states,  and  at  about  the  average  on  the  west 
coast.     Occupancy  rates  are  also  lowest  in  very  small  hospitals  and 
increase  consistently  as  bed  size  increases. 

However,  the  largest  number  of  unoccupied  beds  is  found  in  hospitals 
operating  100  to  199  beds,  this  group  accounts  for  nearly  one-fourth 
of  all  empty  beds  in  the  nation.     Nearly  half  of  all  empty  beds  is 
found  in  hospitals  operating  fewer  than  2  00  beds.  Although 
occupancy  rates  are  lowest  in  hospitals  operating  fewer  than  50 
beds,  this  group  controls  less  than  10  percent  of  all  empty  beds. 

Before  turning  to  the  question  of  what  should  be  done  to  reduce  the 
number  of  empty  beds  without  impairing  access,  a  number  of  myths 
must  be  addressed.     Empty  beds  and  low  hospital  occupancy  rates, 
while  a  legitimate  source  of  questions  and  concern,  are  simply  not  a 
major  factor  contributing  to  rising  hospital  costs.  First, 
hospitals  do  not  staff  empty  beds.     Moreover,  the  inpatient 
occupancy  rate  presents  a  misleading  picture  of  the  extent  to  which 
hospital  resources  are  utilized,  as  it  does  not  reflect  the 
substantial  and  rising  amoiint  of  outpatient  care  provided  by 
hospitals. 
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The  1980s  have  seen  dramatic  change  in  the  delivery  of  care. 
Inpatient  census  has  declined  while  outpatient  visits  have 
increased.     This  change  was  caused  by  many  factors,  not  the  least  of 
which  was  a  largely  successful  effort  by  Medicare  and  other 
purchasers  to  move  short-stay  surgery  from  inpatient  to  outpatient 
settings  where  the  cost  is  less.     The  change  is  most  dramatically 
illustrated  by  a  single  statistic:   in  1985,   for  the  first  time,  the 
number  of  outpatient  visits  provided  in  hospitals  exceeded  the 
number  inpatient  days. 

As  inpatient  utilization  declined,  so  did  the  number  of  hospital 
employees.     Since  1985,  the  number  of  full-time  equivalent  employees 
per  patient  has  actually  declined.     This  decline  indicates  that 
people  delivering  care  to  patients  are  more  fully  occupied  today 
than  they  were  four  years  ago.     In  addition,  our  analysis  of  the 
relationship  between  occupancy  rates  and  costs  has  found  a 
statistically  significant  relationship  between  occupancy  rates  and 
average  costs.     However,  that  relationship  is  relatively  weak. 
Increasing  occupancy  rates  by  10  percent  would  reduce  costs  by  less 
than  one  percent. 

These  few  figures  suggest  that  the  real  reason  to  do  something  about 
occupancy  is  not  to  save  money.     Increasing  occupancy  rates  will 
contribute  few,   if  any,  savings.     However,  the  extremely  low 
occupancy  rates  among  small,  rural  hospitals  does  indicate  that 
access  to  care  may  be  threatened  in  many  communities.     To  address 
that  problem,  we  should  be  looking  for  ways  of  reshaping  the 
services  offered  by  these  hospitals  and  creating  affiliations  with 
other  hospitals  and  health  care  providers  to  ensure  that  the 
communities  they  serve  continue  to  have  access  to  high  quality 
medical  care.     Their  low  occupancy  rates  may  be  a  sign  that  they 
need  to  change  the  mix  of  acute  inpatient  care,  long-term  care,  and 
outpatient  services  they  offer  but  do  not  necessarily  indicate  that 
the  hospital  is  not  needed  and  should  cease  to  exist. 

I  hope  this  fully  answers  your  question.     I  would  be  happy  to 
discuss  these  issues  with  you  in  more  detail  at  any  time. 


Sincerely 


Paul  C.  Rettig 
Executive  Vice  President 
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Mrs.  Johnson.  Last,  in  looking  at  the  movement  of  various  serv- 
ices out  of  hospitals,  do  you  have  any  general  comments  about 
what  the  impact  of  that  is  in  hospital  services  and  on  hospital's 
physical  strength? 

Mr.  Rettig.  The  movement  of  services  from  the  inpatient  to  the 
outpatient  side  clearly  has  an  impact  on  the  occupancy  problem. 
Hospitals  were  built  and  equipped  at  one  point  to  deal  with  many 
cases  on  an  inpatient  basis  that  are  now  appropriately  handled  on 
an  outpatient  basis.  Lengths  of  stay  are  down  and  surgery  and 
other  services  in  many  cases  are  performed  on  an  outpatient  basis. 
There  is  an  effect  on  occupancy,  revenue,  and  on  the  outpatient 
side  there  is  an  increased  importance  to  the  revenue  on  the  outpa- 
tient side. 

So,  while  in  the  big  picture  for  Medicare  outpatient  hospitals  and 
ambulatory  services  are  not  a  very  major  part  of  it,  it  is  becoming 
an  increasing  issue  of  importance  for  hospitals.  So  those  services 
which  contribute  to  low  occupancy  on  the  inpatient  side  cannot  be 
underpaid  on  the  outpatient  side  if  it  is  thought  important  that 
hospitals  remain  in  business  and  able  to  continue  providing  high 
quality  care. 

Mrs.  Johnson.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

I  notice  that  the  panelists  this  afternoon  have  presented  evidence 
that  the  current  system  for  outpatient  surgery  really  does  not  ade- 
quately pay  actual  costs  and  that  whatever  the  problem  is  the  pro- 
posal by  HCFA  does  not  prevent  the  practice  of  shifting  inpatient 
costs  or  promoting  any  more  efficient  purchasing. 

Now  you  want  to  go  to  a  prospective  payment  system  apparently, 
at  this  time.  What  do  you  have  as  recommendations  other  than 
just  maintaining  your  present  rates?  Do  you  have  any  other  sug- 
gestions as  to  how  we  approach  this  matter? 

Dr.  Henley.  The  ambulatory  surgery  centers  are  reimbursed  on 
a  fixed  rate.  We  have  heard  talk  about  establishing  a  basis  for  re- 
imbursement to  hospital  outpatient  departments  or  ASC's  or  what- 
ever. We  would  submit  that  it  is  important  that  the  base  rate 
about  which  we  have  heard  today  is  closer  to  the  ASC  rate  than 
any  other  rate,  but  needs  to  be  appropriate  and  related  to  costs. 
Our  testimony  today  and  that  of  Dr.  Mclntyre  is  that  reimburse- 
ment rates  now  and  as  proposed  do  not  cover  ASC  costs. 

Mr.  Pickle.  Do  you  have  data  to  show  that? 

Dr.  Henley.  The  testimony  earlier  today  clearly  showed  that 
there  was  a  38-percent  difference  in  reimbursements  to  ASC's  and 
the  hospitals  performing  outpatient  surgery.  There  is  data  to  show 
that. 

Mr.  Pickle.  I  heard  one  or  two  of  you  make  reference  to  a  study 
conducted  by  Ernst  &  Whinney. 
Dr.  McIntyre.  That  is  correct. 
Mr.  Pickle.  Have  you  submitted  it? 

Dr.  McIntyre.  If  it  has  not  been,  it  certainly  shall  be  for  the 
record.  I  think  it  will  answer  several  of  the  questions  for  you,  sir. 
We  do  know  what  it  costs  to  provide  this  service  in  an  ambulatory 
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surgical  facility  and  those  data  were  accumulated  in  a  proper  sci- 
entific fashion  for  Medicare  and  hospital  accounting  system. 

Mr.  Pickle.  I  think  you  should  submit  it  to  us  for  the  record  so 
we  can  study  it. 

Does  HCFA  have  any  data  to  show  that  the  rates  that  are  being 
reimbursed  now  are  too  high? 

Dr.  McIntyre.  The  data  represents  that  the  reimbursement  rate 
is,  in  fact,  too  low  to  reimburse  ambulatory  surgical  centers.  In  an 
attempt  to  calculate  a  hospital  reimbursement  rate  where  it  is  also 
related  to  the  ASC  data,  it  is  terribly  important  that  the  ASC  reim- 
bursement rate  be  appropriate  in  order  then  that  some  blending 
can  be  used  for  the  hospitals. 

Otherwise,  I  think  the  risk  of  bankrupting  the  important  hospi- 
tals in  this  country  would  be  terribly  high. 

Mr.  Pickle.  There  have  been  charges  that  hospitals  favor  outpa- 
tient treatment  because  they  make  more  money  in  the  outpatient 
setting  than  the  inpatient.  Do  you  have  data  about  whether  that  is 
taking  place? 

Dr.  McIntyre.  I  don't  have  data  on  that  issue  myself. 

Dr.  Henley.  I  have  from  a  relatively  small  area,  Fayetteville, 
NC,  all  in  CON  facilities.  One  is  a  private  150-bed  hospital  and  one 
is  a  500-bed  county  hospital  in  our  county.  The  county  hospital 
built  a  dedicated  CON  approved  addition  to  the  hospital  for  outpa- 
tient surgery.  It  is  totally  separate.  They  are  reimbursed  signifi- 
cantly higher  than  we  are. 

We  can  document  that  with  patient  bills  for  essentially  the  same 
patient  in  terms  of  patient  quality,  patient  condition,  and  proce- 
dure. When  you  go  to  the  other  hospital,  which  does  not  have  a 
dedicated  area,  their  charges  may  be  three  times  what  we  are  re- 
imbursed for  the  same  procedure. 

So  there  is  a  great  differential  in  how  it  is  handled  even  in  one 
relatively  small  North  Carolina  city. 

Mr.  Pickle.  The  committee  needs  facts  from  you  or  from  HCFA 
that  reflect  your  actual  costs.  There  must  be  a  considerable  differ- 
ence because  I  have  a  difficult  time  believing  that  HCFA  would 
come  in  here  and  actually  propose  a  rate  that  was  below  your 
actual  cost. 

Dr.  Henley.  The  rate  they  are  proposing  is  based  on  the  original 
ASC  rates  which  were  developed  and  implemented  in  1982  based 
upon  data  collected  in  1979.  It  was  a  small  sample,  inadequate 
then.  In  1986  a  fairly  extensive  cost  survey  was  done  by  HCFA  and 
over  500  facilities  were  surveyed  and  over  100  were  audited  to  show 
that  the  data  was  appropriate. 

My  facility  was  one  of  them,  randomly.  They  have  ignored  that 
data.  They  said  it  is  not  quite  what  we  wanted.  So  in  1987,  after 
five  years  of  no  rate  increases,  they  gave  us  a  CPI  rate  increase  of 
18.7  percent.  We  would  submit  that  the  cost  of  providing  these 
services  was  far  greater,  closer  to  31  percent.  This  year,  when  they 
looked  at  the  data  for  the  first  time,  their  original  draft  said  an- 
other 17-percent  increase  was  appropriate  to  get  to  true  cost  of  care 
in  ASC's,  but  behind  closed  doors  there  was  manipulation  of  the 
data  and  the  methodology  and  the  final  

Mr.  Pickle.  What  do  you  mean  by  manipulation? 
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Dr.  Henley.  They  went  from  an  initial  17.5-percent  increase 
down  to  a  5.5-percent  increase. 

Mr.  Pickle.  Are  you  saying  HCFA  arbitrarily  reduced  the  rate? 

Dr.  Henley.  HCFA  and  0MB  changed  the  methodology. 

Mr.  Pickle.  You  mean  HCFA  sets  the  rate  at  what  they  want  it 
to  be  rather  than  what  the  actual  costs  are? 

Dr.  Henley.  I  don't  know  how  they  arrived  at  it  but  they  did  not 
utilize  their  own  data.  We  believe  the  initial  draft  was  actually 
using  their  own  data  which  they  then  felt  they  could  not  go  with. 

Mr.  Pickle.  I  don't  see  us  making  this  recommendation  on  the 
basis  of  cutting  costs.  Reimbursing  all  medical  facilities  at  some 
reasonable  rate  is  our  primary  problem  now. 

We  may  not  be  able  to  do  business  as  usual.  We  are  going  to 
have  to  make  some  changes,  but  I  think  this  committee  ought  to 
get  the  facts  regarding  what  the  actual  costs  are.  We  ought  to  nail 
it  down  regardless  of  who  recommends,  you  or  HCFA.  Then  I  think 
we  ought  to  make  our  decision  based  on  that  information.  But  I  do 
think  we  need  recommendations.  I  don't  think  it  is  sufficient  for 
you  to  say  we  are  going  to  keep  the  status  quo  because  I  don't 
know  that  the  status  quo  is  going  to  be  kept  in  any  of  these  fields. 

You  need  to  think  of  what  would  be  a  good  approach  on  this 
rather  than  just  arguing  with  HCFA.  That  won't  do. 

Dr.  Henley.  We  are  not  opposed  to  prospective  payment.  If  the 
data  collected  from  ASC,  the  lowest  cost  provider  is  used,  then  it 
will  help  the  eye  and  ear  hospitals  and  outpatient  hospitals  be- 
cause their  reimbursement  is  based  on  that  what  we  get. 

It  makes  the  hospital  situation  even  worse  if  we  are  not  ade- 
quately reimbursed. 

Mr.  Pickle.  I  thought  that  most  of  your  testimony  was  in  effect 
saying  we  ought  not  to  put  in  place  any  prospective  payment 
system  until  you  collect  more  data. 

Dr.  McIntyre.  In  our  ASC  system  we  are  working  under  prospec- 
tive payment.  We  have  been  since  the  institution  of  the  ASC  pro- 
gram. The  payment  rates  were  inadequate  when  they  began  and 
they  have  become  more  inadequate  with  time.  The  proposal  that 
HCFA  has  before  them  now  is  a  very  minor  increase  which  leaves 
the  total  reimbursement  still  terribly  below  the  actual  experienced 
costs  of  the  recent  past. 

We  have  attempted  to  obtain  data  on  the  actual  costs  paid,  both 
for  the  operation  of  an  ASC  and  for  the  purchase  of  an  lOL.  We 
believe  that  the  data  collected  by  Ernst  &  Whinney  is  accurate.  We 
will  make  every  effort  that  every  member  of  this  subcommittee 
will  have  a  copy  of  that  full  report. 

Mr.  Pickle.  Thank  you.  Mr.  Chairman,  we  ought  to  ask  that  this 
report  be  submitted  to  us  and  perhaps  make  some  analysis  of  our 
own,  if  we  can.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  I  concur  with  the  gentleman  from  Texas. 

[The  study  referred  to  follows:] 
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Study  of  AmbuJatory  Surgery 
Center  Facility  Rates  for 
Cataract  Surgery 


Outpatient  Ophthalmic 
Surgery  Society 

October  1988 


EIU  Ernst  &Whinney 
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gill  Ernst  &Whinney  One  North  Charles 

Baltimore.  Maryland  21201 
301/539-7940 

October  5,  1988 


David  J.  Mclntyre,  M.D. 
President 

Outpatient  Ophthalmic  Surgery 

Society 
c/o  Mclntyre  Eye  Clinic 
1920  116th  Avenue,  N.E. 
Bellevue,  Washington  98004 

Dear  Dr.  Mclntyre:  ' 

We  have  completed  our  study  of  ambulatory  surgery  center  (ASC)  facility 
rates  for  cataract  surgery.  The  following  report  presents  our  analyses, 
findings  and  recommendations.  This  letter  is  intended  to  provide  an 
Executive  Summary  of  our  report. 

The  Outpatient  Ophthalmic  Surgery  Society  (OOSS)  asked  Ernst  &  Whinney  to 
conduct  two  studies  in  preparation  for  the  1988  update  of  Medicare 
facility  fees  for  Ambulatory  Surgery  Centers.  Specifically,  Ernst  & 
Whinney  was  asked  to: 

1.  Review  the  Health  Care  Financing  Administration's  (HCFA's) 
methodology  used  to  develop  the  proposed  facility  fees;  and 

2.  Determine  the  actual  facility  costs  associated  with  performing 
cataract  surgery  in  an  ASC. 

The  proposed  ASC  facility  rates  were  published  in  the  Federal  Register  on 
August  18,  1988  and  entitled  "Medicare  Program;  Update  of  Ambulatory 
Surgical  Center  Payment  Rates".  Generally,  there  are  two  components  of 
the  charge  associated  with  a  surgery  performed  in  an  ASC:  a  charge  for 
facility  services  (for  the  costs  of  the  operating  room,  supplies,  nursing 
staff,  etc.)  and  a  charge  for  physicians'  professional  services.  The 
notice  of  proposed  rates,  upon  which  this  report  is  based,  addresses 
reimbursement  for  the  ASC  facility  component  only. 

As  discussed  in  greater  detail  in  our  full  report,  we  identified  many 
conceptual  and  technical  problems  relating  to  HCFA's  rate  setting 
methodology  for  the  proposed  rates.  For  your  convenience,  the  most 
significant  of  these  problems  are  summarized  below: 

•  HCFA's  methodology  uses  charges  as  a  proxy  for  costs  through  the 
application  of  a  cost-to-charge  ratio.  Our  data  indicates  that 
there  is  no  correlation  between  costs  and  charges  for  cataract 
procedures . 
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David  J.  Mclntyre,  M.D. 


October  5,  1988 


•  HCFA  estimated  the  portion  of  a  facility's  costs  and  charges,  as 
well  as  the  Medicare  voliime  of  each  procedure,  using  the 
percentage  of  total  Medicare  patients  to  total  patients.  This 
approach  is  inappropriate,  especially  for  high  and  low  volume 
Medicare  procedures. 

•  HCFA  applied  a  single  median  ratio  of  cost-to-charges  (RCC) 
derived  from  90  audited  facilities  to  the  weighted  median  charge 
by  procedure  from  333  audited  and  unaudited  facilities  to  estimate 
the  cost  of  each  procedure.  This  is  an  inappropriate  application 
of  a  cost-to-charge  ratio  because  it  assumes  that  all  ASCs  have 
the  same  cost-to-charge  ratio  and  that  the  cost-to-charge  ratio  is 
the  same  for  all  procedures. 

These  problems,  as  well  as  other  weaknesses  in  the  methodology,  are 
particularly  significant  for  high  volume  Medicare  procedures,  such  as 
cataract  surgery,  which  accounts  for  53%  of  Medicare  ASC  volume  and  66% 
of  all  Medicare  revenue  in  ASCs. 

We  also  conducted  a  procedural  costing  study  to  determine  the  cost  of 
performing  cataract  surgery  in  ASCs.  Procedural  costing  is  the  most 
accurate  methodology  for  determining  costs  and  involves  the  actual 
measurement  through  direct  observation  of  the  average  direct  and  indirect 
costs  associated  with  performing  each  type  of  procedure. 

HCFA  has  proposed  a  payment  rate  of  $620  per  case  for  cataract  surgery 
with  an  lOL  implant.  This  payment  rate  has  been  inflated  to  reflect 
HCFA's  estimate  of  ASC  costs  as  of  December,  1988.  We  found  through  our 
procedural  costing  study  that  the  real  cost  per  case  for  performing 
cataract  surgery  as  of  December,  1988  is  approximately  $763  per  case, 
$143  higher  than  HCFA's  proposed  payment  rat^. 

In  light  of  the  problems  with  HCFA's  proposed  methodology,  the  high 
vol^Ime  of  cataract  procedures  performed  in  ASCs,  the  large  discrepancy 
between  HCFA's  proposed  cataract  rate  and  the  results  of  our  procedural 
costing  study,  Ernst  &  Whinney  recommends  that: 

•  A  separate  payment  group  for  cataract  procedures  with  an  lOL 
implant  be  created;  and 

•  Cataract  surgery  in  an  ASC  be  reimbursed  at  approximately  $763. 
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We  appreciate  the  opportmity  to  assist  OOSS  in  evaluating  the  cost  of, 
and  reimbursement  for,  performing  cataract  surgery  in  ASCs.  Should  you 
have  any  questions  regarding  this  report,  please  call  either  Jim  Hoover 
at  (301)  783-3755  or  Diane  Millikan  at  (312)  606-2324. 


Very  truly  yours. 


ID-172 
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IMTRODUCTION 

A.    Scope  of  Engagement 

The  purpose  of  this  report  is  to  analyze  the  methodology 
employed  by  the  Health  Care  Financing  Administration  (HCFA) 
in  revising  the  Medicare  payment  rates  for  ambulatory 
surgery  centers  (ASCs).  The  proposed  new  ASC  facility 
payment  rates  were  published  in  the  Federal  Register  on 
August  18,  1988  and  entitled  "Medicare  Program;  Update  of 
Ambulatory  Surgical  Center  Payment  Rates." 

Generally,  there  are  two  components  of  the  payment  associ- 
ated with  a  surgical  procedure  performed  in  an  ASC:  a 
payment  for  facility  services  (for  the  costs  of  the  operat- 
ing room,  supplies,  nursing  staff,  etc.)  and  a  pa3nnent  for 
physicians'  professional  services.  The  notice  of  proposed 
rates,  which  this  report  analyzes,  addresses  payment  for  the 
ASC  facility  component  only. 

Ernst  S.  Whinney  was  requested  by  the  Outpatient  Ophthalmic 
Surgery  Society  to  review  and  comment  on  the  proposed  rates- 
and  on  HCFA's  proposed  rate  methodology,  with  particular 
focus  on  the  appropriateness  of  HCFA's  proposed  methodology 
for  determining  the  facility  rate  for  cataract  surgery. 

Ernst  &  Whinney  was  also  specifically  asked  to  respond  to 
HCFA's  request  for  comments  concerning  whether  it  would  be 
appropriate  to  establish  a  separate  rate  for  cataract 
surgery.     HCFA  has  stated: 

(B)ecause  of  the  unique  character  of  cataract  procedures 
in  ASCs,  we  solicit  the  advisability  of  classifying  all 
cataract  procedures  within  their  own  payment  group. 
Cataract  procedures  account  for  approximately  53  percent 
of  Medicare  volume  of  ASC  services  and  generate  approxi- 
mately 66  percent  of  all  Medicare  revenues  in  ASCs. 
53  Fed.  Reg.  31473. 

As  discussed  in  greater  detail  below,  Ernst  &  Whinney  found 
many  serious  problems  with  HCFA's  proposed  methodology  for 
establishing  new  rates.  A  number  of  these  problems  are 
particularly  significant  for  high  Medicare  utilization 
procedures,  such  as  cataract  surgery.  Because  cataract 
surgery  represents  such  an  overwhelmingly  high  proportion  of 
Medicare  procedures,  Ernst  &  Whinney  recommends  that  a  sepa- 
rate payment  group  be  established  for  cataract  procedures. 
In  addition,  because  HCFA's  methodology  is  such  an  inaccu- 
rate technique  for  developing  a  cost-based  payment  rate, 
Ernst  i  Whinney  recommends  that  the  cataract  payment  rate  be 
determined  using  the  procedural  costing  technique  described 
in  Part  II. 
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B.  Backgroiind 

ASC  services  were  added  to  the  list  of  covered  Medicare 
benefits  as  part  of  the  Omnibus  Budget  Reconciliation  Act  of 
1980.  The  legislation  and  implementing  regulations  require 
that  the  facility  payment  rates  for  ASC  services  be  equal  to 
a  prospectively  determined  price  per  procedure  which  is 
based  on  an  estimate  of  the  costs  generally  incurred  by  ASCs 
in  performing  the  surgery. 

The  final  regulations  governing  the  original  Medicare  ASC 
facility  rates  were  published  in  the  Federal  Register  dated 
August  5,  1982.  Public  comments  on  the  original  regulations 
raised  several  concerns  about  the  reimbursement  levels  and 
the  source  data  upon  which  the  1982  rates  were  based.  HCFA's 
use  of  cost-to-charge  ratios  to  estimate  costs  was  one  of 
the  most  significant  concerns.  The  public  comments  noted 
that  ASC  charges  are  established  by  the  individual  providers 
and  do  not  necessarily  have  a  fixed  relationship  to  the 
actual  cost  of  individual  procedures. 

The  quality  of  the  original  source  data  was  also  a  major- 
concern.  This  data  included  cost  and  charge  data  from  only 
^0  ASCs  that  were  members  of  an  ambulatory  surgical  trade 
association.  The  validity  of  the  original  sample  was,  and 
still  is,  highly  questionable. 

In  responding  to  concerns  about  the  original  data  raised 
during  the  public  comment  period,  HCFA  stated:  - 

We  believe  the  information  and  data  collected  to  be  the 
best  available  at  this  time.  We  plan  to  collect  cost 
and  charge  data  from  ASCs  on  an  ongoing  sample  basis  and 
will  make  revisions  in  the  rates  as  necessary  to 
maintain  the  general  relationship  between  our  payment 
rates  and  facility  costs  that  the  statute  requires.  47 
Fed.  Reg.  34082  (September  5,  1982). 

Despite  HCFA's  stated  intent,  and  a  statutory  mandate  for 
periodic  revisions  to  the  ASC  payment  rates,  the  ASC 
facility  payment  rates  that  were  established  in  1982 
remained  in  effect  until  the  Omnibus  Budget  Reconciliation 
Act  of  1986  required  HCFA  to  begin  updating  the  rates 
annually;  as  a  result,  the  ASC  rates  were  not  even 
inflation-adjusted  for  five  years.  The  first  rate  revision 
was  effective  on  July  1,  1987.  Furthermore,  despite  HCFA's 
statement  in  1982  that  it  would  continue  to  collect  improved 
data,  the  1987  update  was  not  based  on  new  source  data. 
Rather,  the  original  rates  were  simply  adjusted  by  an 
inflation  index  to  provide  for  increases  in  facility  costs 
over  the  five  year  period. 
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The  inflation  index  used  was  also  a  cause  for  concern  among 
ASC  providers.  In  updating  the  rates,  HCFA  chose  to  use  the 
urban  Consumer  Price  Index  (CPI-U)  rather  than  the  Hospital 
Market  Basket  Index  (HMBI).  The  Hospital  Market  Basket 
Index  would  have  provided  a  much  more  accurate  estimate  of 
the  actual  inflation  experienced  by  ASCs  during  this 
period.  The  HMBI  would  have  resulted  in  a  31.85%  increase 
in  rates,  rather  than  the  18.7%  actually  provided  in  the 
1987  rate  increase. 

A  final  concern  with  the  original  payment  rates  related  to 
the  classification  of  surgical  procedures  into  a  limited 
number  of  procedure  groups.  ASC  surgical  procedures  were 
categorized  into  four  groups  for  Medicare  pajnnent  purposes. 
In  addition,  cataract  procedures  that  included  an  intra- 
ocular lens  (lOL)  implant  were  considered  two  separate 
procedures  and  were  reimbursed  at  150  percent  of  the  highest 
payment  rate.  In  effect,  there  were  five  payment  groups 
(cataract  extraction  with  an  lOL  implant  was  the  only  proce- 
dure in  the  fifth  group).  The  ASC  industry  has  always  felt 
that  a  larger  number  of  groups  is  necessary  to  accurately 
reimburse  ASCs  for  the  costs  associated  with  the  wide  range" 
of  procedures  they  perform.  This  issue  has  increased  in 
importance  because  in  1987  more  than  1,100  surgical  proce- 
dures were  added  to  the  list  of  procedures  covered  by 
Medicare  when  performed  in  an  ASC. 

With  the  publication  in  the  August  18,  1988  Federal 
Register,  HCFA  has  now  proposed  a  second  revision  to  ASC 
payment  rates  and  to  the  methodology  for  determining  ASC 
payment  rates.  However,  the  proposed  rate  methodology  does 
not  resolve  the  historical  issues  discussed  above.  The  new 
rate  methodology  again  makes  no  attempt  to  ascertain  the 
actual  costs  of  particular  procedures  but,  instead,  uses  a 
cost-to-charge  ratio.  Although  the  source  data  on  which  the 
new  rates  are  based  is  more  recent,  it  is  already  more  than 
two  years  old,  on  average.  The  CPI-U,  rather  than  the 
Hospital  Market  Basket  Index,  continues  to  be  the  inflation 
index  employed  in  the  rate  methodology.  Finally,  six 
pajrraent  groups  are  proposed,  but  cataract  extraction  with  an 
lOL  implant  (by  far  the  highest  volume  Medicare  procedure 
for  ASCs)  is  no  longer  a  separate  group.  In  addition,  a 
number  of  serious  new  problems  have  been  introduced  by  the 
new  methodology. 
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II.     GENERAL  COMMENTS  ON  THE  PROPOSED  1988  MEDICARE  ASC  PAYMENT  RATES 

A.  HCFA's  Methodology 

Although  ASC  facility  fees  are  required  by  statute  to  take 
into  account  the  costs  incurred  by  ASCs  in  providing 
facility  services,  HCFA  has  never  attempted  to  gather 
reliable  information  on  the  actual  cost  of  performing 
covered  procedures.  The  only  procedure-specific  information 
HCFA  uses  in  its  rate  methodology  is  facility  charges ,  which 
were  gathered  through  a  written  survey  conducted  between  May 
and  August  1986.  The  proposed  facility  payment  rates  are 
based  on  a  crude  ratio  analysis  that  uses  charges  as  a  proxy 
for  costs. 

HCFA's  methodology  uses  a  Medicare  "cost-to-charge  ratio" 
based  on  data  collected  from  an  audit  of  90  of  the  facili- 
ties included  in  HCFA's  written  survey.  This  ratio  alleg- 
edly measures  the  relationship  between  the  aggregate  costs 
of  treating  Medicare  patients  in  each  of  these  90  facilities 
and  the  aggregate  charges  for  those  patients.  HCFA  claims 
that  the  median  Medicare  cost-to-charge  ratio  of  these  90- 
facilities  is  0.776,  and  it  uses  this  ratio  to  convert  the 
Medicare-weighted  median  charge  for  each  procedure  (after 
adjusting  for  inflation  and  local  wage  differences)  in  333 
facilities  into  an  estimate  of  the  cost  of  performing  each 
procedure.  Each  procedure  was  then  assigned  to  one  of  six 
groups  and  the  pajnnent  rate  for  each  group  was  established 
based  on  the  weighted  median  cost  (as  calculated  from  the 
cost-to-charge  ratio)  of  the  procedures  in  the  group, 
rounded  to  the  nearest  $10.  Procedure  codes  for  which  the 
survey  did  not  generate  adequate  data  or  yielded  "aberrant 
results"  were  assigned  to  one  of  the  six  payment  groups  by 
HCFA's  staff  physicians.  Nearly  60%  of  all  codes  required 
this  special  treatment. 

B.  Suamary  Of  Problems  With  HCFA's  ASC  Payment  Rate  Methodology 

A  summary  of  the  most  significant  problems  with  HCFA's  meth- 
odology is  provided  in  this  section.  Additional  detailed 
comments  on  the  methodology  are  provided  in  Section  III  of 
this  report. 

0  The  reliability  of  the  1986  survey  data  is  highly 
questionable,  since  HCFA  discarded  29%  of  the  survey 
responses.  In  addition,  the  criteria  used  to  eliminate 
survey  responses  may  have  eliminated  smaller  ASCs, 
especially  low  volume,  office-based,  single-specialty 
ASCs  (which  may  have  higher  costs  than  larger  facili- 
ties), thus  skewing  the  sample  toward  larger  ASCs. 
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o  The  CPI-U  is  not  a  suitable  index  for  updating  the 
charge  data  collected  through  the  survey.  The  Hospital 
Market  Basket  Index  would  be  much  more  representative  of 
the  type  of  cost  inflation  incurred  by  ASCs. 

o  HCFA's  methodology  applies  a  cost-to-charge  ratio  to  the 
median  charge  for  each  procedure,  allegedly  weighted  by 
Medicare  utilization.  HCFA's  use  of  the  median  charge 
for  each  procedure  (rather  than,  for  example,  the  aver- 
age charge)  is  inappropriate  and  likely  results  in  lower 
payment  rates.  In  addition,  HCFA's  method  of  determin- 
ing the  Medicare  utilization  for  each  procedure  is 
inaccurate  and  distorts  the  computation  of  the  median 
charge,  especially  for  procedures  which  have  extraordi- 
narily high  Medicare  utilization  rates,  such  as  cataract 
procedures . 

0  HCFA's  cost-to-charge  ratio  methodology  is  inaccurate 
and  does  not  ensure  that  the  resulting  payment  rates  are 
related  to  the  cost  of  providing  a  particular  procedure. 
In  the  case  of  cataract  surgery,  HCFA's  methodology 
results  in  a  payment  rate  which  is  substantially  less- 
than  the  actual  average  cost  of  providing  cataract 
services. 

0  HCFA's  approach  to  calculating  a  Medicare  cost-to-charge 
ratio  for  each  ASC  was  inappropriate  since  HCFA's 
approach  to  segregating  Medicare  costs  from  other  costs 
most  likely  understates  Medicare  costs. 

o  HCFA's  application  of  the  median  cost-to-charge  ratio 
from  the  90  audited  facilities  is  inappropriately 
applied  to  the  Medicare-weighted  median  charges  of  all 
333  surveyed  facilities.  This  methodology  assumes  that 
all  ASCs  should  have  the  same  cost-to-charge  ratio  and 
that  the  charge  for  each  procedure  should  have  the  ssune 
relationship  to  cost.    This  is  an  unrealistic  assumption. 

0  HCFA  provides  no  explanation  of  the  basis  for  its  proce- 
dure groups;  yet,  the  ASC  procedures  assigned  to  each 
group  will  have  an  extremely  significant  impact  on  the 
group's  pajnnent  rate. 

o      HCFA    established    the    rate    for    each    group    using  the 

Medicare-weighted    median    "cost"    for    procedures    in  the 

group.  This  methodology  minimizes  the  impact  of 
cataract  volume  and  costs  on  the  Group  6  rate. 

Each  of  these  issues  is  discussed  at  length  in  Section  III. 
Ernst  &  Whinney's  primary  conceptual  objection  to  HCFA's 
methodology,  however,  is  simple  and  deserves  elaboration 
here . 
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HCFA's  entire  methodology  is  based  on  cost-to-charge  ratios.  [ 
This  is  an  extremely  inaccurate  costing  technique.  The 
statute  requires  that  ASC  facility  rates  be  based  on  ASCs ' 
costs .  Cost-to-charge  ratios  do  not  measure  procedural 
costs  directly,  but  attempt  to  estimate  costs  based  on 
charges.  ASC  charges,  however,  are  in  general  not  based 
directly  on  costs,  but  are  based  on  a  variety  of  factors 
including  payor  mix,  local  competition,  administrative 
sophistication  and  historical  payment  limitations. 

The  inaccuracy  of  the  cost-to-charge  ratio  methodology  for 
developing  procedural  costs  was  confirmed  in  a  1988  study 
conducted  by  Ernst  i  Whinney  in  20  ASCs.  This  study  was 
specifically  designed  to  measure  the  cost  of  cataract 
surgery  performed  in  an  ASC  setting.  One  of  the  findings  of 
this  study  was  that  there  is  no  statistical  correlation 
between  a  facility's  actual  cost  of  performing  a  cataract 
procedure  and  the  facility's  charge  for  a  cataract 
procedure .  Therefore,  using  charges  as  a  proxy  for  costs  in 
establishing  facility  fees  for  cataract  surgery  is 
inappropriate . 

For  procedures  such  as  cataract  surgery,  where  Medicare 
utilization  is  extraordinarily  high,  this  outcome  is  readily 
explainable.  Because  Medicare  Pays  the  payment  rate 
regardless  of  what  a  facility  charges,  a  facility  is  Likely 
to  set  its  charge  at,  or  only  slightly  higher,  than  the 
Medicare  payment  rate.  A  facility's  charge  for  a  cataract 
procedure  is  more  closely  tied  to  the  payment  rate  than 
costs.  Furthermore,  within  a  particular  facility, 
cost-to-charge  ratios  for  individual  procedures  are  likely 
to  vary  greatly. 

Procedural  level  costing,  which  involves  the  actual  measure- 
ment of  all  of  the  direct  and  indirect  costs  involved  in 
performing  a  specific  procedure,  is  the  only  costing  tech- 
nique which  provides  an  accurate  measure  of  costs  at  the 
procedural  level.  Ernst  &  Whinney 's  procedural  costing 
study,  presented  in  Part  II  of  this  report,  demonstrates 
that  HCFA's  proposed  facility  rate  for  cataract  surgery,  is 
approximately  $1^3  less  than  the  average  cost  of  performing 
this  procedure. 
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III.     SPECIFIC  COMMENTS  ON  THE  PROPOSED  1988  ASC  PAYMENT  RATES 

A.    Sample  Design 

Between  May  and  August,  1986,  HCFA  circulated  an  "Ambulatory 
Surgical  Center  Rate  Survey."  The  survey  collected  cost  and 
charge  data  from  calendar  years  1984,  1985,  and  1986  and 
serves  as  the  primary  basis  of  HCFA's  proposed  rates. 

Ernst  &  Whinney  has  identified  a  number  of  problems  with  the 
written  survey.  First,  HCFA  was  forced  to  eliminate  a  sig- 
nificant portion  of  the  surveys  due  to  problems  with  the 
reported  data;  of  the  470  survey  forms  returned  137  were 
eliminated  from  the  sample.  This  raises  questions  about  the 
ability  of  the  survey  document  to  elicit  accurate  informa- 
tion. Ernst  Sc  Whinney  has,  as  a  component  of  this  study, 
reviewed  the  survey  form  circulated  by  HCFA  and  found  the 
form  to  be  so  extremely  complex  and  detailed  that  the  ASCs 
probably  had  difficulty  in  accurately  responding. 

Second,  and  more  importantly,  the  form  did  not  request 
Medicare  volume  or  cost  data  by  procedure,  resulting  in  the- 
need  for  inappropriate  data  manipulation  later.  Medicare 
volume  by  procedure  is  required  in  at  least  three  crucial 
steps  in  HCFA's  ratesetting  methodology:  (1)  to  determine 
the  median  charge  for  each  procedure  weighted  by  Medicare 
voliime;  (2)  to  determine  the  Medicare  cost-to-charge  ratio; 
and  (3)  to  determine  the  weighted  mean  cost  for  procedures 
within  each  group.  HCFA  could  have  requested  this  data  in 
its  survey  forms,  yet  it  made  no  attempt  to  do  so.  As  a 
result,  HCFA  was  forced  to  manipulate  the  survey  data  to 
develop  crude  estimates  for  the  missing  information  that  are 
used  to  complete  these  steps. 

Third,  HCFA's  failure  to  collect  Medicare-specific  data  is 
particularly  problematic  because  it  is  clear  that  the 
procedures  on  the  ASC  "List  of  Covered  Surgical  Procedures" 
are  not  eqxially  utilized  by  Medicare  beneficiaries.  Exhibit 
■  ■  •  I  documents  the  top  50  procedures  performed  in  ASCs  during 
1986  and  summarizes  the  Medicare  volume  and  expenditures  for 
each  procedure.  Cataract  procedures  accounted  for  nearly 
65%  of  the  volume  and  88%  of  Medicare  expenditures  for  these 
ASC  procedures.  Furthermore,  HCFA  acknowledges  that 
cataract  procedures  account  for  approximately  53%  of  total 
Medicare  ASC  volume  and  approximately  66%  of  Medicare  ASC 
expenditures.  For  procedures,  such  as  cataracts,  that  are 
performed  primarily  on  Medicare  beneficiaries,  it  is  highly 
unlikely  that  a  facility's  average  Medicare  volume  can  be 
used  to  accurately  estimate  a  single  procedure's  Medicare 
volume,  (which  is  essential  to  HCFA's  methodology).  The 
survey  forms  could  have  been  modified  to  collect  this 
procedure-specific  data. 
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Fourth,  at  the  time  covered  by  the  written  survey  (1984, 
1985,  and  1986),  1,135  (or  approximately  74%)  of  the  total 
procedure  codes  for  which  data  was  requested  were  not 
covered  by  the  Medicare  program.  HCFA  knew,  or  should  have 
known,  that  very  few  of  these  noncovered  procedures  (which 
were  included  on  the  survey)  would  have  been  performed  on 
Medicare  patients.  However,  HCFA's  methodology  assumes  that 
these  noncovered  procedures  are  just  as  likely  to  have  been 
performed  for  Medicare  beneficiaries  as  any  covered  proce- 
dure. This  process  significantly  dilutes  the  impact  of 
procedures,  such  as  cataracts,  that  are  performed  primarily 
for  the  elderly. 

Fifth,  the  HCFA  data  base  may  well  be  atypical  of  the  ASC 
industry.  As  noted  above,  137  (29%)  of  the  original  surveys 
were  excluded  from  the  sample  data  base,  for  one  or  more  of 
the  following  reasons: 

o      The   facility  had   been    in   operation   for    less    than  six 
months ; 

o      The  ASC  data  could  not  be  separated  from  the  operations 
of  other  entities;  and/or 

o      The    charge    data    were    not    captured    in    the  requested 
manner. 

Application  of  these  criteria  may  have  skewed  the  data 
base.  The  elimination  of  data  from  ASCs  that  could  not 
separate  operations  of  the  ASC  from  other  entities  very 
likely  resulted  in  the  elimination  of  office-based, 
single-specialty  ASCs  that  could  be  expected  to  have  less 
purchasing  power  (and,  probably,  higher  supply  costs).  The 
elimination  of  data  from  facilities  which  were  not  able  to 
capture  charge  data  in  the  requested  manner  likewise  may 
have  resulted  in  the  elimination  of  a  disproportionate 
number  of  smaller,  physician-owned  practices.  Consequently, 
HCFA's  final  data  base  may  have  been  skewed  toward  larger 
ASCs. 

Finally,  the  age  of  the  survey  data  raises  serious  questions 
about  its  appropriateness  for  ratesetting  purposes.  The 
survey  on  which  the  proposed  new  rates  are  based  was  con- 
ducted in  1987  and  requested  data  from  each  site  for  one 
complete  fiscal  year,  either  1984,  1985,  or  1986.  Facili- 
ties which  had  been  in  operation  for  less  than  six  months  at 
the  time  of  the  survey  were  excluded  from  the  data  base.  As 
a  result,  the  data  base  used  to  establish  the  proposed  1988- 
89  payment  rates  is  over  two  years  old  and  excludes  informa- 
tion on  all  ASCs  which  became  certified  after  1986. 
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Inflation  Adjustment 

The  charge  data  collected  through  the  survey  was  inflated  to 
December  31,  1988  by  applying  the  Consumer  Price  Index-Urban 
(CPI-U).  The  appropriateness  of  HCFA's  use  of  the  CPI-U  in 
its  methodology  is  highly  questionable.  The  CPI-U  is  the 
consumer  price  index  for  all  urban  wage  earners.  The  expen- 
diture categories  included  in  the  CPI-U  are  documented  in 
Exhibit  II  and  include  food  and  beverages,  housing,  fuel  and 
other  utilities,  apparel  and  upkeep,  transportation,  enter- 
tainment, and  other  goods  and  services.  A  number  of  these 
items  are  clearly  irrelevant  for  determining  the  appropriate 
inflation  adjustment  for  ASCs. 

It  would  have  been  far  more  appropriate  to  use  an  index  that 
is  tailored  to  hospital  costs  because  ASCs  offer  essentially 
the  same  surgical  services  as  hospital  outpatient  surgical 
departments,  and  therefore  incur  similar  costs  and  experi- 
ence similar  inflation.  Under  Medicare  rules,  ASCs  are  only 
reimbursed  for  procedures  which  are  "commonly  performed"  on 
an  inpatient  basis  and  which  require  a  dedicated  operating 
room.  (See  42  C.F.R.  Section  416.65(a)(1)  and  416.65- 
(a)(3).)  In  fact,  under  the  methodology  used  by  HCFA  to 
approve  procedures  for  reimbursement,  only  procedures  which 
are  performed  at  least  20%  of  the  time  in  hospital  inpatient 
facilities  are  eligible  for  inclusion  on  the  ASC  list.  (47 
Fed.  Reg.  34099  (April  21,  1987);  52  Fed.  Reg.  29729 
(August  11,  1987)). 

The  use  of  the  Hospital  Market  Basket  Index,  rather  than  the 
CPI-U,  would  be  a  more  appropriate  index  for  updating  ASC 
facility  costs  and  charges.  The  Hospital  Market  Basket 
Index  measures  inflation  within  expense  categories  which 
affect  hospital  operations,  primarily  including  wages  and 
salaries,  employee  benefits,  malpractice  insurance,  surgical 
and  medical  instruments,  etc.  (See  Exhibit  III.)  These 
items  are  clearly  relevant  to  ASCs. 

Ernst  S<  Whinney  has  conducted  a  procedural  level  costing 
study  of  cataract  surgery  performed  in  ASCs.  This  study 
demonstrates  that  the  primary  costs  incurred  by  ASCs  in 
providing  cataract  procedures  consist  of  labor  (26.4%)  and 
supplies  (34.8%)  representing  more  than  60%  of  the  total. 
Labor  and  supply  costs  in  an  ASC  should  be  extremely 
comparable  to  the  labor  and  supply  costs  incurred  in 
hospitals.  Thus,  at  least  for  cataract  services,  this  data 
indicates  that  use  of  the  Hospital  Market  Basket  Index  would 
be  more  appropriate  than  the  CPI-U  to  update  ASC  costs  and 
charges . 
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The  failure  to  utilize  the  Hospital  Market  Basket  Index, 
rather  than  the  CPI-U,  substantially  understates  the  impact 
of  inflation  in  ASCs.  Due  to  the  dramatic  increase  in 
nursing  and  other  costs  involved  in  the  provision  of  medical 
services,  the  Hospital  Market  Basket  Index  from  the  period 
September  1982  to  January  1988  rose  31.85%,  while  the  CPI-U 
increase  for  this  same  period  was  only  18. 7X.  The  use  of 
the  CPI-U,  rather  than  the  Hospital  Market  Basket  Index,  or 
another  index  which  more  accurately  reflects  increases  in 
the  costs  incurred  by  ASCs,  inappropriately  understates  the 
charges  considered  by  HCFA  in  establishing  the  proposed  ASC 
payment  rates.  As  a  result,  the  proposed  payment  rates  are 
substantially  lower  than  they  would  be  if  a  more  appropriate 
inflation  index  were  used. 

C.     Calculation  Of  The  Medicare-Weighted  Median  Charge   For  Each 
Procedure 

HCFA  adjusted  the  charge  data  collected  through  the  facility 
survey  to  reflect  inflation  and  differences  in  area  wage 
rates.  Using  the  adjusted  data,  HCFA  calculated  the 
"Medicare-weighted  median  charge"  for  each  procedure  in  the- 
sample.  Both  the  methodology  used  by  HCFA  to  "weight"  the 
calculation  of  the  median  charge  to  account  for  Medicare 
utilization,  and  the  decision  to  use  the  median  (rather 
than,  for  example,  the  average)  were  inappropriate, 
particularly  as  applied  to  cataract  procedures.  The 
procedure  used  to  "weight"  the  calculation  of  the  median 
procedural  charge  to  reflect  Medicare  utilization  results  in 
an  understatement  of  the  cataract  charges  for  large, 
multi-specialty  facilities.  The  use  of  the  median,  rather 
than,  for  example,  the  average  charge  for  each  procedure, 
very  likely  results  in  lower  payment  rates  for  all 
procedures.  Each  of  these  issues  is  discussed  in  detail 
below: 

0      The  Methodology  Used  by  HCFA  to  Weight  the  Median  Charge 
for  Medicare  Utilization  was  Inappropriate 

Although  HCFA  did  not  request  or  obtain  any  data 
concerning  the  Medicare  volume  for  individual  procedures 
from  its  survey,  HCFA  attempted  to  determine  the  median 
charge  weighted  by  Medicare  volume  for  each  procedure. 
HCFA  did  so  by  using  each  facility's  ratio  of  total 
Medicare  patients  to  total  patients.  HCFA's  methodology 
assumes  that  all  ASC  procedures  are  performed  on 
Medicare  patients  in  equal  proportion.  In  fact,  this  is 
not  true.  Some  ASC  procedures,  such  as  cataracts  are 
performed  almost  exclusively  on  Medicare  patients  and 
not  on  younger  patients,  while  other  procedures  such  as 
tympanoplasty  are  almost  never  performed  on  Medicare 
patients  but  are  frequently  performed  on  younger 
patients.        For      example,      assume      that      a  facility 
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participating  in  HCFA's  written  survey  reported  the 
following  distribution  of  procedures: 

TABLE  I 

CASE  STUDY  PROCEDURAL  VOLUME 


Total  Medicare 

Volume  Volume  Procedure 

500  450  Cataract  extraction 

with  lOL  implant 

500  150  Dilation  and  curettage 

500   0  Tympanoplasty 

1.5QQ  6QQ  Total 


The  facility's  overall  ratio  of  Medicare  patients  to 
total  patients  would  be  40%  (600/1,500).  Under  the 
methodology,  HCFA  would  assume  that  only  200  (40%  *  500)" 
of  the  cataract  procedures  were  performed  for  Medicare 
beneficiaries,  that  200  (40%  *  50C)  of  the  dilation  and 
curettage  procedures  were  performed  for  Medicare 
beneficiaries,  and  that  fully  200  (40%  *  200)  of  the 
tympanoplasty  were  performed  for  Medicare 
beneficiaries.  Thus,  the  methodology  used  by  HCFA  would 
significantly  understate  the  volume  of  cataract 
procedures,  while  overstating  the  volume  of  the  other 
procedures.  The  situation  described  in  this  case 
example  would  apply  to  any  multi-specialty  facility  in 
HCFA's  data  base  that  performs  a  wide  variety  of 
cataract  and  non-cataract  services.  (Indeed,  as 
discussed  earlier  in  this  report,  HCFA's  procedure  for 
eliminating  survey  responses  from  its  data  base  very 
likely  resulted  in  the  creation  of  a  data  base  that 
includes  primarily  large  multi-specialty  ASCs). 

As  discussed  below,  the  estimated  volume  of  procedures 
performed  on  Medicare  beneficiaries  is  used  in  HCFA's 
methodology  to  calculate  payment  rates  and  the 
distortion  inherent  in  the  methodology  likely  affected 
the  final  payment  rates  significantly,  especially  for 
procedures  with  unusually  high  or  low  Medicare 
utilization,  such  as  cataract  surgery. 

HCFA'S  Use  of  The  Median  Charges  Rather  Than  The  Average 
Charge  Likely  Resulted  In  Lower  Rates 

HCFA's  decision  to  use  the  Medicare-weighted  median 
(rather  than,  for  example,  the  average)  charge  for  each 
procedure    likely    resulted    in    lower    rates.  Facility 
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charges  are  rarely  established  at  levels  below  the  Medicare 
payment  rate.  For  high  Medicare  volume  procedures,  such  as 
cataracts,  an  ASC '  s  revenue  is  so  closely  tied  to  the 
Medicare  pajnnent  rate  that  a  facility  is  likely  to  set  its 
charge  for  the  procedure  at,  or  slightly  higher  than,  the 
Medicare  payment  rate.  Consequently,  the  distribution  of 
charges  per  procedure  for  high  Medicare  volume  procedures 
can  be  expected  to  appear  as  shown  below: 


In  this  situation,  the  median  charge  will  be  lower  than  the 
average  charge.  The  use  of  median  charges  will  therefore 
cause  costs  to  be  understated  when  the  Medicare 
cost-to-charge  ratio  (described  below)  is  applied  later  in 
the  methodology. 

D.    Cost-To-Charge  Ratio 

The  next  step  in  HCFA's  methodology  is  the  application  of  a 
Medicare  cost-to-charge  ratio  to  the  Medicare-weighted 
median  charge  for  each  procedure.  As  discussed  above, 
cost-to-charge  ratios  are  an  inherently  inaccurate  method  of 
estimating  costs.  HCFA's  approach  to  developing  the 
Medicare  cost-to-charge  ratio  for  ASCs  and  its  use  of  a 
single  cost-to-charge  ratio  for  all  facilities  (even  when 
facility-specific  information  was  available),  substantially 
exacerbated  the  problems  inherent  in  this  technique. 

The  Medicare  cost-to-charge  ratio  used  by  HCFA  was  obtained 
through  manipulation  of  data  obtained  from  90  audited 
facilities.  HCFA  used  the  average  ratio  of  Medicare 
patients  to  total  patients  for  each  facility  to  estimate 
Medicare's  portion  of  the  facility's  charges  and  Medicare's 
portion  of  the  facility's  costs.  It  then  divided  total 
"Medicare  costs"  for  each  facility  by  total  "Medicare 
charges"  to  determine  a  "Medicare  cost-to-charge  ratio." 

The  median  Medicare  RCC  from  the  sample  of  90  facilities  was 
applied  to  the  weighted  median  charge  from  all  333 
facilities  to  determine  the  "Medicare  costs"  of  each 
procedure.    This  step  in  HCFA's  methodology  implies  that  all 
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ASCs  should  have  the  same  overall  Medicare  cost-to-charge 
ratio  and  that  the  charge  for  each  procedure  should  have  the 
same  relationship  to  its  cost.  This  is  an  unrealistic 
assumption  considering  the  wide  differences  among  ASCs. 

In  addition  to  the  problem  described  above,  HCFA's  approach 
to  deriving  the  Medicare  RCC  very  likely  understates  costs. 
The  methodology  does  not  take  into  consideration  the  fact 
that  Medicare  beneficiaries  generally  require  the 
expenditure  of  more  time  and  effort  than  non-Medicare 
patients,  even  though  the  facility's  charge  for  a  particular 
procedure  may  be  the  same  for  Medicare  and  non-Medicare 
patients.  Specifically,  staff  time  and  facility  time  is 
generally  greater  for  Medicare  beneficiaries.  In  fact,  the 
facilities  included  in  the  Ernst  St  Whinney  study  generally 
reported  that  cataract  procedures  (which  are,  primarily 
performed  for  the  elderly)  are  cimong  the  most  time-consuming 
of  procedures  performed  in  ASCs.  The  failure  of  HCFA  to 
take  into  account  the  additional  resource  requirements  for 
Medicare  beneficiaries  substantially  understates  Medicare's 
portion  of  costs.  This  very  likely  results  in  a  lower 
proposed  pajmient  rate  than  if  the  true  costs  of  caring  for" 
Medicare  beneficiaries  were  taken  into  account. 

Another  factor  which  likely  resulted  in  the  understating  of 
the  cost  component  of  the  cost-to-charge  ratio  (and  thereby 
resulted  in  a  lower  payment  rate  than  would  otherwise 
apply),  was  HCFA's  treatment  of  executive  compensation. 
Executive  compensation  in  nine  of  the  facilities  was  reduced 
to  $40,000,  the  average  level.  Executive  compensation  below 
the  average  was  not,  however,  adjusted  upward.  As  a  result, 
the  final  payment  rates  are  based  on  "median"  cost-to-charge 
ratios  applied  to  executive  salary  costs  below  the  true 
average.  Since  this  adjustment  occurred  before  the  regional 
wage  index  adjustments  were  made,  it  is  particularly 
inappropriate;  a  portion  of  the  higher  executive 
compensation  expense  could  have  been  related  to  regional 
wage  variations.  The  exclusion  of  these  costs  resulted  in  a 
lower  cost-to-charge  ratio,  which  reduced  the  final  proposed 
payment  rates  inappropriately. 

E.    Payment  Groupings  and  Rate  Calculation 

Finally,  the  "Medicare  median  charge"  for  each  procedure  was 
multiplied  by  the  "Medicare  cost-to-charge  ratio"  to 
estimate  the  median  cost  per  procedure.  These  "median 
costs"  were  arrayed  and  grouped,  using  $75  intervals.  HCFA 
provides  no  explanation  of  the  basis  for  the  $75  intervals. 
These  intervals,  however,  have  a  tremendous  impact  on  the 
final  payment  rates,  because  the  intervals  determine  which 
procedures  are  assigned  to  each  group  and  the  weighted 
median       procedural       cost       for       each       payment  group 
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determines  the  payment  rate.  Inappropriate  interval 
selection  can  group  the  highest  volume  procedures  at  the  low 
and/or  high  end  of  the  interval;  as  a  result,  providers 
could  be  underpaid  or  overpaid  for  the  majority  of 
procedures  in  the  group.  Without  additional  support  for  the 
interval  selection,  the  groups  appear  suspect.  Cataract 
procedures,  the  highest  volume  Medicare  procedure,  are 
particularly  likely  to  have  received  inappropriate 
treatment,  because  they  are  no  longer  assigned  to  a  separate 
payment  group.  Specifically,  32  other  procedures  are 
included  in  Group  6  along  with  cataract  extraction  with  an 
lOL  implant.     (See  Exhibit  IV). 

The  methodology  used  by  HCFA  to  establish  the  payment  rate 
for  Group  6  is  very  likely  to  underrepresent  cataract 
procedures.  Again,  each  facility's  overall  Medicare 
utilization  rate  was  used  to  determine  how  many  procedures 
were  presumed  to  have  been  performed  on  Medicare 
beneficiaries,  and  only  procedures  presumed  to  have  been 
performed  on  Medicare  beneficiaries  were  considered  in  the 
rate  calculation.  For  example,  in  the  case  study  described 
above,  the  ASC  had  an  overall  Medicare  vol'ome  of  ^0%- 
including  450  (out  of  a  total  of  500)  cataract  procedures. 
Only  200  of  these  procedures  would  be  considered  in 
establishing  the  Group  6  payment  under  HCFA's  methodology. 

Conversely,  procedures  with  lower-than-average  Medicare 
utilization  rates,  including  all  of  the  1,135  procedures 
added  to  the  ASC  list  in  1987  which  were  not  even  covered  by 
Medicare  during  the  period  covered  by  the  survey,  would  be 
weighted  too  heavily  in  the  rate  calculation.  For  example, 
the  hypothetical  ASC  in  the  case  study  performed  a  total  of 
500  tympanoplasty  procedures.  Two  hundred  of  these 
procedures,  which  were  not  even  covered  by  Medicare  during 
the  periods  covered  by  the  survey,  would  be  presumed  to  have 
been  performed  on  Medicare  patients  and  would  be  given  aq;ial 
weight  with  the  200  cataract  procedures  in  the  example.  In 
fact,  24  of  the  32  non-cataract  procedures  in  Group  6  (or 
75%)  were  not  covered  by  the  Medicare  program  during  the 
period  covered  by  the  survey.  Considering  that  these 
procedures  were  not  covered  by  Medicare,  it  is  likely  that 
few,  if  any,  of  these  procedures  were  actually  performed  for 
Medicare  beneficiaries.  If  this  is  true,  the  weight 
accorded  75%  of  the  procedures  in  the  Group  6  rate 
calculation  was  overstated. 

Considering  all  of  the  above,  and  the  fact  that  cataract 
procedures  constitute  approximately  53%  of  Medicare  ASC 
volume  and  approximately  66%  of  total  ASC  facility  costs 
paid  by  Medicare,  Ernst  S<  Vhinney  reconmends  that  a  separate 
payment  group  be  established  for  cataract  surgical 
procedures. 
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IV.     COMPARISON  OF  PROPOSED  RATES  TO  PREVIOUS  DRAFT 

The  August  18,  1988  Notice  of  Proposed  Rates  provides  for  an 
average  increase  in  ASC  pa3mient  rates  of  5.5%  and  includes  six 
payment  groups.  However,  HCFA's  March  3,  1988  draft,  which  was 
sent  to  0MB  for  review,  proposed  an  average  increase  of  17%  and 
seven  payment  groups.  The  proposed  facility  payment  rates  in 
the  two  proposals  are  compared  in  the  table  below: 

TABLE  II 

COMPARISON  OF  PROPOSED  FACILITY  RATES 

March  3,  1988  Draft 
August  18,  1988             Proposed  Facility 
Proposed  Facility  Rates   Rates  


Group  1 

$250 

$277 

Group  2 

310 

373 

Group  3 

380 

421 

Group  4 

460 

490 

Group  5 

500 

544 

Group  6 

620 

609 

Group  7 

Not  Proposed 

667 

Although  the  underlying  methodology  in  the  two  documents  is 
the  same  (the  use  of  a  ratio  of  costs-to-charges ,  applied  to 
a  derived  weighted  median  charge  per  procedure),  there  are 
three  very  significant  and  highly  questionable  changes  in 
the  methodology  which  noticeably  change  the  resulting 
facility  rates.    These  changes  are  described  below. 

A.    Use  of  Medicare  Patient  Volume  Statistics 

The  most  significant  change  in  the  August  18  Notice  is  the 
use  of  the  ratio  of  Medicare  patients  to  total  patients  to 
estimate  the  portion  of  each  ASC's  costs  and  charges 
attributable  to  Medicare  and  to  determine  the  number  of 
times  each  procedure  was  performed  on  Medicare  patients. 

The  use  of  this  simple  ratio: 

1.  Reduces  the  audited  sample  size  from  97  to  94 
facilities,  because  three  facilities  were  apparently 
unable  to  provide  Medicare  volume  statistics.  As 
discussed  earlier,  it  is  likely  that  the  facilities 
which  were  excluded  were  smaller  ASCs  with  less 
sophisticated  management  systems. 
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2.  Assumes  that  all  ASC  procedures  are  performed  on 
Medicare  patients  in  equal  proportion.  This  is  clearly- 
contrary  to  HCFA's  own  data  which  indicates  that 
cataract  surgery  accounts  for  approximately  53%  of 
Medicare  procedures  in  ASCs.  This  error  in  estimating 
Medicare  volumes  has  two  critically  important  effects: 

0  It  substantially  distorts  the  calculated  median 
charge  for  each  procedure,  especially  for  procedures 
performed  primarily  on  Medicare  patients,  and 

0  It  distorts  the  weighted  median  "cost"  (i.e.  the 
final  payment  rate)  for  the  procedures  in  each 
payment  group  by  underweighting  the  procedures 
performed  primarily  on  Medicare  beneficiaries  and 
overweighting  other  procedures. 

B.  Use  of  $75  Intervals 

The  August  18  Notice  groups  procedures  using  $75  intervals 
of  the  weighted  median  wage-adjusted  "cost"  per  procedure. 
The  March  1988  draft  used  15%  intervals.  The  use  of  $75- 
fixed  intervals  to  define  the  groups  does  not  take  into 
account  the  actual  distribution  of  the  weighted  median  per 
procedure  "cost."  The  use  of  15%  intervals  is  definitely 
better  (although  it  is  not  ideal)  because  it  gives  some 
effect  to  the  actual  distribution  of  the  weighted  median  per 
procedure  "cost."  One  apparent  consequence  of  using  the  $75 
fixed  intervals  is  the  reduction  in  the  number  of  groups 
from  seven  to  six.  Now,  cataract  extractions  with  lOL 
implants  are  grouped  with  thirty-two  other  procedxires, 
diluting  the  impact  of  the  high  volume  and  high  costs 
associated  with  cataract  procedures. 

C.  Application  of  the  Cost-to-Charge  Ratio 

In  the  August  1988  Notice,  the  median  cost-to-charge  ratio 
was  calculated  for  the  90  audited  facilities  and  applied  to 
the  weighted  median  charge  for  all  of  the  surveyed 
facilities.  As  discussed  earlier,  this  is  an  inappropriate 
application  of  an  RCC  and  results  in  a  meaningless  cost 
estimate.  In  contrast,  the  March,  1988  draft  applied  each 
of  the  audited  facilities'  RCC  to  its  per  procedure  charge 
to  estimate  procedural  costs.  The  average  RCC  for  all  of 
the  audited  facilities  was  then  applied  to  each  unaudited 
facility's  per  procedure  charge.  The  resulting  cost 
estimates  for  each  procedure  from  the  audited  and  unaudited 
facilities  were  then  used  to  calculate  the  weighted  median 
"cost"  for  each  procedure. 
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This  approach  is  far  superior  to  the  approach  used  in  the 
August  1988  Notice  because  it  recognizes  that  each  facility 
has  a  unique  RCC  and  that  it  is  only  meaningful  to  apply  a 
facility's  RCC  to  its  own  charges. 

These  three  changes  from  the  March  1988  draft  are 
inappropriate  and  unfairly  distort  the  actual  costs  incurred 
in  perfozrming  surgery  in  ASCs.  Although  the  March  1988 
draft  uses  an  RCC  approach,  it  measures  costs  more 
accurately  than  the  Medicare  RCC  approach  used  in  the  August 
18  Notice.  The  result  of  these  three  changes  from  the 
March,  1988  draft  to  the  August  18  Notice  of  Proposed  Rates 
is  to  reduce  the  average  increase  in  ASC  payment  rates  by 
11.5  percentage  points  (5.5%  versus  17%). 
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V.  CONCLDSION 

In  conclusion,  the  lerhodology  used  by  HCFA  in  its  August  18 
Notice  of  Proposed  Rates  is  seriously  flawed,  both  conceptually 
and  technically.  From  a  concept'ual  standpoint,  the  use  of  a 
cost-to-charge  ratio  methodology  is  a  highly  inaccurate  costing 
technique  -under  the  circumstances  here.  Procedural  costing,  a 
far  more  accurate  technique,  should  be  utilized.  The  procedural 
costing  analysis  performed  by  Ernst  Sc  Whinney  demonstrates  that 
the  cost  of  performing  cataract  surgery  is  significantly  higher 
than  the  rate  proposed  by  HCFA. 

From  a  technical  perspective,  HCFA's  use  of  a  simple  ratio  of 
Medicare  patients  to  total  patients  to  estimate  Medicare 
procedural  volume,  Medicare  costs  and  Medicare  charges 
introduces  significant  distortions  in  the  data.  In  particular, 
HCFA's  approach  distorts  the  Medicare  volume  for  each  procedure, 
distorts  the  cost-to-charge  ratio  applied  to  the  median  charges, 
and  distorts  the  rate  calculation  for  each  payment  group.  Most 
importantly,  these  distortions  were  unnecessary  because  actual 
Medicare  volume  by  procedure  could  have  been  obtained.  Further, 
there  are  serious  problems  with  HCFA's  survey  data,  and  the- 
inflation  index  (the  CPI-U)  was  not  the  most  representative 
index  available. 

In  light  of  these  technical  and  conceptual  flaws,  the  rates 
recommended  by  HCFA  appear  to  be  inappropriate  and  very  likely 
understate  the  costs  actually  incurred  by  ASCs .  In  addition, 
the  proposed  rate  for  cataract  procedures  will  not  cover  the 
actual  costs  of  furnishing  this  procedure. 
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EOTIBIT  I 


Top  50  Procedures  Performed  In  An  Ambulatory  Surgical  Center  By  Type  Of 
Service  2  (Surgery)  For  1986. 


REFERENCE 

PROCEDURE 

ALLOWED 

NUMBER 

CODE 

FREQUENCY 

CHARGES 

1 

66984 

102,744 

$174,323,173 

2 

66983 

19,237 

32,986,739 

3 

43235 

6,769 

2,078,118 

4 

66985 

6,106 

6,102,130 

•-5  ■ 

43239 

5,224 

1,797,046 

6  : 

52000 

4,412 

582,870 

- 

66821 

2,517 

1,066,295 

,  -a  .  .'  f - 

33210 

2,137 

24,405 

66850 

1,789 

2,154,426 

,10  :  - 

-  11750 

•■' 

1,769 

221,567 

.1=1^."  4 

-       3  —  .  66830 

1,743 

1,366,814 

Il- 

£.      -  55700 

1,583 

72,960 

ia  •■ 

....  :  66940 

1,568 

2,369,219 

,-  .il.    "  19120 

1,357 

364,647 

\i       :  65420 

1,286 

298,260 

16 

28285 

1,277 

291,401 

17 

66170 

1,220 

629,083 

18 

.  66820 

1,218 

318,479 

19- > 

67500 

1,184 

54,127 

20  .: 

i  66625 

1,098 

454,827 

-21 

.    .  ■■:    '  65855 

1,079 

581,498 

22 

64721 

1,049 

464,556 

23 

11642 

1,044 

174,891 

24 

67228 

1,026 

491,947 

25 

58120 

1,022 

274,815 

26 

66920 

1,019 

1,513,583 

27 

11441 

805 

48,344 

28 

66761 

775 

395,437 

29 

•  67924 

710 

344,742 

30 

11442 

678 

47,631 

31 

11641 

665 

79,769 

32 

11402 

649 

48,153 

33 

69979 

644 

198,987 

34 

67917 

600 

306,518 

35 

28292 

592 

352,682 

36 

66999 

567 

297,878 

37 

29881 

559 

492,447 

38 

28270 

557 

56,199 

39 

45378 

557 

135,471 

40 

11401 

556 

29,424 

41 

11643 

534 

97,670 

42 

66740 

518 

146,121 

43 

52005 

516 

90,831 

44 

11403 

511 

39,924 

45 

11440 

495 

46,708 
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EXHIBIT  I— CONTINUED 

Top  50  Procedures  Performed  In  An  Ambulatory  Surgical  Center  By  Type  Of 
Service  2  (Surgery)  For  1986. 


REFERENCE 

PROCEDURE 

ALLOWED 

NUMBER 

CODE 

FREQUENCY 

CHARGES 

46 

66840 

491 

705,643 

Ul 

67515 

489 

3,396 

48 

31515 

473 

13,808 

49 

19181 

469 

115,682 

50 

11422 

468 

26,777 
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EXHIBIT  I— CONTINUED 


REFERENCE 

NUMBER  Code 
1  66984 


66983 


43235 


66985 


Description  of  CPT  4  Code 

Extracapsular  cataract  removal  with 
insertion  of  intraocular  lens 
prosthesis  (one  stage  procedure), 
manual  or  phacoemulsification  technique. 

Intracapsular  cataract  extraction  with 
insertion  of  intraocular  lens 
prosthesis  (one  stage  procedure). 

Upper  gastrointestinal  endoscopy 
including  esophagus,  stomach,  and 
either  duodenum  and/or  jejunum  as 
appropriate,  complex  diagnostic. 

Insertion  of  intraocular  lens 
subsequent  to  cataract  removal, 
(separate  procedure). 


43239 


10 


52000 
66821 


33210 


66850 


11750 


Upper  gastrointestinal  endoscopy 
including  esophagus,  stomach,  and 
either  duodenum  and/or  jejunum  as 
appropriate;  for  biopsy  and/or 
collection  of  specimen  by  brushing  or 
washing . 

Cystourethroscopy  (separate  procedure). 

Discussion  of  secondary  membraneous 
cataract  ('after  cataract')  and/or 
anterior  hyaloid;  laser  surgery  (one  or 
more  stages). 

Insertion  of  temporary  transvenous 
cardiac  electrode,  or  pacemaker 
catheter  (separate  procedure). 

Removal  of  lens  material; 

phacofragmentation  technique 
(mechanical  or  ultrasonic,  e.g., 
phacoemulsification),  with  aspiration. 

Excision  of  nail  and  nail  matrix, 
partial  or  complete,  (e.g.,  ingrown  or 
deformed  nail)  for  permanent  removal. 
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EXHIBIT  I— CONTINUED 


REFERENCE 
NUMBER 


11 


12 
13 
14 

15 
16 

17 
18 

19 
20 
21 
22 


Code 
66830 


55700 
66940 
19120 

65420 
28285 

66170 
66820 

67500 
66625 
65855 
64721 


Description  of  CPT  4  Code 

Removal  of  secondary  membranous 
cataract  ("after  cataract"),  with 
corneoscleral  section,  with  or  without 
iridectomy  ( iridoscapsulectomy , 

iridocapsulectoray) . 

Biopsy,  prostate,  needle  or  punch, 
single  or  multiple,  any  approach. 


Extraction  of  lens  with 
iridectomy;  extracapsular. 


or  without 


Excision  of  cyst,  f ihroadenoma,  or 
other  benign  or  malignant  tumor 
aberrant  breast  tissue,  duct  lesion  or 
nipple  lesion  (except  19140)  male  or 
female,  one  or  more  lesions. 

Excision  or  transposition  of  pterygium; 
without  graft. 

Hammertoe  operation;  one  toe  (e.g. 
interphalangeal  fusion,  filleting 
phalagectomy )  (separate  procedure). 

Fistulization  of  sclera  for  glaucoma; 
trabeculectomy  ab  externo 

Discussion  of  secondary  membranous 
cataract  ('after  cataract')  and/or 
anterior  hyaloid,  incicional  technique 
(Ziegler  or  Wheeler  Knife). 

Retrobulbar  injection;  medication 
(separate  procedure,  does  not  include 
supply  of  medication). 

Iridectomy,  with  corneoscleral  or 
corneal  section;  peripheral  for 
glaucoma  (separate  procedure). 

Trabeculoplasty  by  laser  surgery,  one 
or  more  sessions  (defined  treatment 
sessions). 

Neurolysis  and/or  transposition;  median 
nerve  at  carpal  tunnel. 
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EXHIBIT  I — CONTINUED 


REFERENCE 
NUMBER 


23 


Code 
11642 


Description  of  CPT  4  Code 

Excision,  malignant  lesion,  face,  ears, 
eyelids,  nose  lips;  lesion  diameter  1.1 
to  2.0  cm. 


24 


67228 


Destruction  of  extensive  or  progressive 
retinopathy,  one  or  more  lesion; 
photocoagulation  (laser  or  xenon  arc). 


25 


26 


58120 
66920 


Dilation  and  curettage,  diagnostic 
and/or  therapeutic  (nonobstetrical ) . 

Extraction  of  lens  with  or  without 
iridectomy;  intracapsular,  with  or 
without  enzymes. 


27 


11441 


Excision,  other  benign  lesion  (unless 
listed  elsewhere),  face,  ears,  eyelids, 
nose,  lips,  mucous  membrane;  lesion 
diameter  0.6  to  1.0  cm. 


28 


29 


66761 
67924 


Iridectomy  by  photocoagulation  (one  or 
more  sessions)  (e.g.  for  glaucoma). 

Repair  of  ectropiun,  blepharoplasty , 
extensive  (Wheeler  operation). 


30 


11442 


Excision,  other  benign  lesion  (unless 
listed  elsewhere),  face,  ears,  eyelids, 
nose,  lips,  mucous  membrane,  lesion 
diameter  1.1  to  2.0  cm. 


31 


11641 


Excision,  malignant  lesion,  face,  ears, 
eyelids,  nose,  lips;  lesion  diameter 
0.5  cm  or  less. 


32 


11402 


Excision,  benign  lesion,  except  skin 
tag  (unless  listed  elsewhere),  trunk, 
arms  or  legs;  lesion  diameter  1.1  to 
2.0. 


33 
34 


69979 
67917 


Unlisted  procedure, 
middle  fossa  approach. 


temporal  bone, 


Repair  or 
extensive 
operation) . 


ectropiun,  blepharoplasty, 
(e.g.,  Kuhnt-Szymanowski 
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EXHIBIT  I — CONTINUED 


REFERENCE 
NUMBER 


35 


41 


Code 
28292 


66999 


29881 


28270 


39  45378 

40  11401 


11643 


Description  of  CPT  4  Code 

Hallux  valgus  (bunion)  correction,  with 
or  without  sesamoidectomy ;  Keller, 
McBride,  or  Mayo  type  procedure. 

Unlisted  procedure,  anterior  segment  of 
eye. 

Arthroscopy,  knee,  surgical;  with 
raenisectoray  (medial  and  lateral, 
including  any  miniscal  shaving). 

Capsulotomy  for  contracture; 

metatarsophalengeal  joint,  with  or 
without  tenorrhaphy,  single,  each  joint 
(separate  procedure). 

Colonscopy,  fiberoptic,  beyond  splenic 
flexure,  diagnostic  procedure. 

Excision,  benign  lesion,  except  skin 
tag  (unless  listed  elsewhere),  trunk 
arms,  legs;  lesion  diameter  0.6  to  1.0 
cm. 

Excision,  malignant  lesion,  face,  ears, 
eyelids,  nose,  lip;  lesion  diameter  2.1 
to  3.0  cm. 


44 


45 


66740 
52005 


11403 


1140 


Cyclodialysis,  initial. 

Cyctourethroscopy ,  with  ureteral 

catheterization,  with  or  without 
irrigation,  instillation,  or 

ureteropyelography,  exclusive  of 

radiologic  service. 

Excision,  benign  lesion,  except  skin 
tag  (unless  listed  elsewhere),  trunk, 
arms  or  legs;  lesion  disimeter  2.1  to 
3.0  cm. 

Excision  other  benign  lesion  (unless 
listed  elsewhere),  face,  ears,  eyelids, 
nose,  lips,  mucous  membrane;  lesion 
diameter  0.5  cm  or  less. 
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EXHIBIT  I— CONTINUED 


REFERENCE 
NUMBER 


46 


47 


Code 
66840 

67515 

31515 

19101 
11422 


Description  of  CPT  4  Code 

Removal  of  lens  material;  aspiration 
technique,  one  or  more  stages. 

Injection  of  therapeutic  agent  into 
Tenon's  capsule. 

Laryngoscopy  direct,  with  or  without 
tracheoscopy;  for  aspiration. 

Biopsy  of  breast;  incicional. 

Excision,  benign  except  skin  tag 
(unless  listed  elsewhere)  scalp,  neck, 
hands,  feet  genitalia;  lesion  diameter 
1.1  to  2.0  cm. 
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EXHIBIT  II 

Consumer  Price  Index  for  all  Urban  Consumers  • 
U.S.  City  Average. 


Relative 
Importance , 

Expenditure  Category  December  1987 

All  Items  100.000 

Food  and  beverages  17.607 

Food  16.055 

Food  at  home  9.864 

Cereals  and  bakery  products  1.351 
Meats,  poultry,  fish,  and 

eggs  3.035 

Dairy  Products  1.229 

Fruits  and  vegetables  1.787 

Other  food  at  home  2.462 

Sugar  and  sweets  .349 

Fats  and  oils  .259 

Nonalcoholic  beverages  .821 

Other  prepared  food  1.033 

Food  away  from  home                                  -  6.192 

Alcoholic  beverages  1.552 

Housing  42.479 

Shelter  27.816 

Renters'  costs  7.924 

Rent,  residential  6.030 

Other  enters'  costs  1.894 

Homeowners'  costs  19.673 

Owners'  equivalent  rent  19.263 

Household  insurance  .409 

Maintenance  and  repairs  .220 

Maintenance  and  repair  services  .133 

Maintenance  and  repair  commodities  .087 

Fuel  and  other  utilities  7.695 

Fuels  4.328 
Fuel  oil  and  other  household  fuel 

commodities  .426 

Gas  (piped)  and  electricity  3.902 

Other  utilities  and  public  services  3.367  f 

Household  furnishings  and  operation  6.958 

House  furnishings  4.282 

Housekeeping  supplies  1.195 

Housekeeping  services  1.511 
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EXHIBIT  II— CONTINUED 

Consuiner  Price  Index  for  all  Urban  Consumers 
U.S.  City  Average. 


■  v.-  Relative 

Importance, 

Expenditure  Category  December  1987 

Apparel  and  upkeep  ,  6.335 

Apparel  commodities  ■  5.772 

Men's  and  boys'  apparel  ;  ^,  1.524 

Women's  and  girls'  apparel  2.637 

Infants  and  toddlers'  apparel  .  .231 

Footwear  .841 

Other  apparel  commodities  .540 

Apparel  Upkeep  .563 


Transportation 

Private  transportation 
New  vehicles 

New  cars  -  - 

Used  cars  " 
Motor  fuel 
Gasoline 
Maintenance  and  repairs 


Other  private  transportation  4.411 
Other  private  transportation 

commodities  .749 
Other  private  transportation 

services  3.662 

Public  transportation  1.451 

Medical  care  5.828 

Medical  care  commodities  1.114 

Medical  care  services  4.715 

Professional  medical  services  2.981 

Entertainment  4.368 

Entertainment  commodities  2.102 

Entertainment  services                                .     ~  2.266 

Other  goods  and  services  5.931 

Tobacco  and  smoking  products                        j '  1.287 

Personal  care                                                 n:  1.218 
Toilet  goods  and  personal  care 

appliances  .651 

Personal  care  services  .567 

Personal  and  educational  expenses  3.426 

School  books  and  supplies  .224 

Personal  and  educational  services  3.203 


17.451 
16.000 
6.452 
4.427 
1.313 
3.290 
1.534 
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EXHIBIT  II— CONTINUED 

Consumer  Price  Index  for  all  Urban  Consumers 
U.S.  City  Average. 


Expenditure  Category 

Summary : 

Food  and  beverages 
Hovising 

Apparel  and  upkeep 

Transportation 

Medical  Care 

Entertainment 

Other  Goods  and  Services 

TOTAL 


Relative 
Importance, 
December  1987 


17.607 
42.479 
6.335 
17.451 
5.828 
4.368 
5.931 


100.000 


Source:  CPI  Detailed  Report,  published  by  the  U.S.  Department  of  Labor, 
the  Bureau  of  labor  stat  Is  t.  ICS  )  May  1988. 
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EXHIBIT  III 

HOSPITAL  MARKET  BASKET 

1986  Relative 
Importance 


Expense  Categories     •  Weights 


1.  Wages  and  Salaries                          ^  57.29 

2.  Employee  Benefits  10.05 

3.  Professional  Fees  .78 

4.  Energy  and  utilities  2.25 

a.  Fuel,  oil,  Coal,  and  Other 

Petroleum  .60 

b.  Electricity                                         ,  1.06 

c.  Natural  Gas  .35 

d.  Motor  Gasoline  .21 

e.  Water  and  Sewage  .03 

5.  Malpractice  Insurance  1.19 

6.  All  Other  28.44 
All  Other  Products                                •  19.77 

a.  Pharmaceuticals  4.92 

b.  Food  3.29 

(1)  Contract  Service  1.28 

(2)  Direct  Purchase  2.01 

c.  Chemicals  and  Cleaning  Products  2.42 

d.  Surgical  and  Medical  Instruments  2.13 

e.  Photographic  Supplies  2.08 

f.  Rubber  and  Plastics  1.66 

g.  Paper  Products  1.09 

h.  Apparel  .92 

i.  Minor  Machinery  Equipment  .39 
j.    Miscellaneous  Products  .67 

All  Other  Services  8.67 

a.  Business  Services  3.00 

b.  Computer  and  Data  Processing 

Services  1.53 

c.  Transportation  and  Shipping  .97 

d.  Telephone  .81 

e.  Blood  Services  .47 

f.  Postage  .30 

g.  All  Other  Services  Labor  Intensive  .97 

h.  All  Other  Services:    Nonlabor  Intensive  .62 

Total  100.00 


Source:     September  3,  1988  Federal  Register,  page  31530. 
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E3CHIBIT  IV 

Procedures  Included  In  Group  6 

In  Addition  To  Cataract  Extraction  With  lOL  Implant 


CPT  Code 
21335 

23101 

26531 
26541 


26727 


27372 
27422 


27425 
28294 


0450 


30620 


30630 
65093 


Description  ,  - 

Open  treatment  of  nasal  fracture  with 
concomitant  open  treatment  of  fractured  septum. 

Arthrotomy  for  biopsy  or  for  excision  of  torn 
cartilage,  acromioclavicular,  sternoclavicular 
joint. 

Arthroplasty,  metacarpophalangeal  joint;  with 
prosthetic  implant,  single,  each. 

Reconstruction,  collateral  ligament, 

metacarpophalangeal  joint;  with  tendon  or  facial 
graft  (includes  obtaining  graft). 

Treatment  of  unstable  phalangeal  shaft  fracture, 
proximal  or  middle  phalanx,  finger  or  thumb, 
with  manipulation. 

Removal  foreign  body,  deep. 

Reconstruction  for  recurrent  dislocating 
patella;  with  extensor  realignment  and/or  muscle 
advancement  or  release  (Campbell,  Goldwaite, 
etc.,  type  procedure). 

Lateral  retinacular  release  (any  method). 

Hallux  valgus  (bunion)  correction,  with  or 
without  sesamoidectomy ;  with  tendon  transplants 
(Joplin  type  procedure?). 

rhinoplasty,  secondary;  major  revision  (nasal 
tip  work  and  osteotomies). 

Reconstruction,  functional,  internal  nose 
(septal  or  other  intranasal  dermatoplasty)  (does 
not  include  obtaining  graft). 

Repair  nasal  septal  perforations. 

Evisceration  of  ocular  contents;  with  implant. 
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EXHIBIT  IV— CONTINUED 

Procedures  Included  In  Group  6 

In  Addition  To  Cataract  Extraction  With  lOL  Implant 


CPT  Code 
65710 

65720 

65725 

65730 

65740 

65745 

65750 

65920 


Description 

Keratoplasty  (corneal  transplant),  Isunellar; 
autograft. 

Keratoplasty  (corneal  transplant),  lamellar; 
homograft,  fresh. 

Keratoplasty  (corneal  transplant),  penetrating 
except  in  aphakia);  autograft. 

Keratoplasty  (corneal  transplant),  penetrating 
(except  in  aphakia);  autograft. 

Keratoplasty  (corneal  transplant),  penetrating 
(except  in  aphakia);  homograft,  fresh. 

Keratoplasty  (corneal  transplant),  penetrating 
(except  in  aphakia);  homograft,  preserved. 

Keratoplasty  (corneal  transplant),  penetrating, 
in  aphakia. 

Removal  of  implanted  material,  anterior  segment 
eye . 


66130 
66850 


69501 
69635 


Excision  of  lesion,  sclera. 

Removal  of  lens  material;  phacofragmentation 
technique  (mechanical  or  ultrasonic,  e.g., 
phacoemulsification),  with  aspiration. 

Transmastoid  antrotomy  ("simple"  mastoidectomy). 

Tympanoplasty  with  antrotomy  or  mastoidectomy 
(including  canalplasty,  atticotomy,  middle  ear 
surgery,  and/or  tympanic  membrane  repair);  with 
ossicular  chain  reconstruction. 


69636 


Tympanoplasty  with  antrotomy  or  mastoidectomy 
including  canalplasty,  atticotomy,  middle  ear 
surgery,  and  or  tympanic  membrane  repair);  with 
ossicular  chain  reconstruction. 
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EXHIBIT  IV— CONTINUED 
Procedures  Included  In  Group  6 

In  Addition  To  Cataract  Extraction  With  lOL  Implant 


CPT  Code 
69637 


69641 


69643 


69644 


69645 


69646 


Description 

tympanoplasty  with  antrotomy  or  mastoidectomy 
(including  canalplasty,  atticotomy,  middle  ear 
surgery,  and  or  tympanic  membrane  repair);  with 
ossicular  chain  reconstruction  and  synthetic 
prosthesis  (e.g.,  total  ossicular  replacement 
prosthesis,  TORP). 

Tjnripano  plasty  with  mastoidectomy  (including 
canalplasty,  atticotomy,  middle  ear  surgery,  and 
or  tjnnpanic  membrane  repair);  without  ossicular 
chain  reconstruction. 

Tympanoplasty  with  mastoidectomy  (including 
canalplasty,  atticotomy,  middle  ear  surgery,  and 
or  tympanic  membrane  repair);  with  intact  or 
reconstructed  wall,  without  ossicular  chain 
reconstruction. 

Tympanoplasty  with  mastoidectomy  (including 
canalplasty,  atticotomy,  middle  ear  surgery,  and 
or  tympanic  membrane  repair);  with  intact  or 
reconstructed  canal  wall,  with  ossicular  chain 
reconstruction. 

Tympanoplasty  with  mastoidectomy  (including 
canalplasty,  atticotomy,  middle  ear  surgery,  and 
or  tympanic  membrane  repair);  radical  or 
complete,  without  ossicular  chain  reconstruction. 

Tympanoplasty  with  mastoidectomy  (including 
canalplasty,  atticotomy,  middle  ear  surgery,  and 
or  tjrmpanic  membrane  repair);  radical  or 
complete,  with  ossicular  chain  reconstruction. 


7706W 
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PROJECT  OBJECTIVES 


The  objective  of  this  project  was  to  determine  the  cost  of  performing 
cataract  surgery  in  Ambulatory  Surgery  Centers  using  procedural  level 
costing.     This  was  accomplished  in  two  stages: 

1.  Develop   procedural   level   cost  profiles  on  cataract   surgery    in   20  . 
facilities,  then 

2.  Generalize  the  results  to  all  ASCs  using  multi-variable  regression 
analysis. 
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OVERVIEW  OF  COSTING  APPROACH 
Procedtiral  Level  Costing 

The  most  accurate  methodology  for  determining  the  costs  of  performing 
cataract  procedures  in  an  ASC  is  to  conduct  procedural  level  costing. 
Procedural  level  costing  involves  the  actual  measurement  (through 
observations)  of  the  average  direct  and  indirect  costs  incurred  when 
performing  the  procedure. 

To  determine  the  cost  of  performing  a  cataract  procedure,  it  is  necessary 
to  identify  the  individual  expense  items  used  in  performing  the  procedure 
and  to  identify  the  behavior  of  each  item.  The  cost  behavior  categories 
include  the  following: 

o  Variable  -  These  costs  vary  directly  with  volume  (and  include 
certain  types  of  labor  and  surgical  supplies). 

o  Fixed  -  These  costs  are  a  function  of  the  passage  of  time  and  do 
not  vary  with  volume  (for  example,  building  rent). 

o  Direct  -  These  costs  include  all  activities,  materials  and 
equipment  that  are  specifically  traceable  to  a  procedure  (certain 
types  of  labor,  supplies,  and  medications). 

o  Indirect  -  These  costs  include  all  activities,  materials  and 
equipment  that  cannot  be  directly  traced,  on  a  rational  basis  to  a 
specific  procedure  (e.g.,  inservice  education). 

Accurate  procedural  costing  requires  the  actual  measurement  of  direct, 
variable  cost  items.  Resource  utilization  data  (the  labor,  material  and 
equipment  resources  used  to  perform  a  selected  procedure)  are  measured 
through  direct  observation  of  the  procedure.  The  following  resource 
utilization  items  are  determined  for  the  selected  procedure: 

o      Labor  time  by  skill  level  in  hours  per  procedure 

o      Supply  usage  by  item  per  procedure 

o      Equipment  usage  by  item  per  procedure 

Due  to  the  variability  ajnong  surgical  procedures,  it  is  important  to 
observe  a  sufficient  number  of  procedures  to  develop  an  accurate  measure 
of  the  average  labor,  supplies  and  equipment  resources  utilized.  After 
determining  the  average  resources  utilized  to  perform  a  procedure,  data 
on  the  costs  of  these  resources  must  be  collected.  These  resource  costs 
are  measured  in  terms  of  wage  and  salary  rates,  fringe  benefit  costs, 
supply  costs,  equipment  depreciation  and  other  expenses. 
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Once  the  cost  of  the  direct,  variable  items  is  determined,  then  the  cost 
of  indirect  and  fixed  items  aust  be  determined.  Examples  of  indirect 
labor,  material  and  equipment  expenses  include: 

0      Labor    -    nurses'     time    spent    on    ordering    supplies    or  attending 
inservice  education 

0      Materials  -  general  office  supplies 

o      Equipment  -  computers,  furniture  and  fixtures 

Typically,  indirect  labor  time  is  identified  through  a  combination  of 
data  collection  techniques,  including  direct  observation,  self-logs,  work 
sampling  and  discussions  with  management. 

Fixed  expenses  generally  include  items  such  as  utilities,  rent, 
accounting  expenses,  general  insurance,  housekeeping,  maintenance,  etc. 

Typically,  indirect  and  fixed  costs  are  allocated  to  each  procedure  based 
on  an  appropriate  statistic,  such  as  total  vol'ome,  square  feet,  number  of 
full-time  equivalents,  etc.  For  example,  if  a  facility  spends  $25,000 
annually  for  a  housekeeping  contract,  this  expense  might  be  allocated- 
equally  to  all  procedures.  If  the  facility  performed  1,000  cases 
annually,  the  allocated  cost  per  each  case  would  be  $25. 

The  direct,  indirect  and  fixed  costs  are  combined  to  build  a  procedural 
cost  profile.  The  typical  cost  categories  utilized  to  summarize  and 
calculate  the  total  cost  of  performing  a  cataract  procedure  in  an  ASC 
include : 

0      Direct  Nursing  Labor:     Operating  Room 

0      Direct  Nursing  Labor:     ?re-Op  and  Recovery  Room 

0      Indirect  Nursing  Labor        .      _  . 

0      Indirect  Labor  -  Business  Office  and  Administration 

o      Medical  Director  Fee 

o      Holiday,  Sick  and  Vacation 

o      Fringe  Benefits  and  Taxes 

o      Equipment  Depreciation 

0  Supplies 

0      Utilities,  Telephone,  Maintenance  and  Insurance 
o      Rent,  Interest  and  .■^^nortization 
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Exhibit  I  presents  a  procedural  cost  profile  for  a  cataract  procedure 
performed  at  a  multi-specialty  ASC. 

Miiltiple-Variable  Regression 

A  regression  analysis  is  a  generally  accepted  statistical  technique  used 
to  predict  the  behavior  or  characteristics  of  a  large  population,  based 
on  an  analysis  of  a  relatively  small  sample  from  the  population.  In  this 
study,  the  regression  analysis  was  used  to  develop  an  equation  to  predict 
the  average  cost  of  performing  cataract  surgery  in  ASCs  based  upon  the 
procedural  level  cost  profiles  developed  in  20  ASCs. 

Ratio  of  Cost-to-Charges 

HCFA's  ASC  reimbursement  methodology  is  not  based  on  procedural  level 
costing.  HCFA's  proposed  ASC  reimbursement  levels  were  determined  using 
a  ratio  of  cost-to-charges  (RCC)  approach.  Under  HCFA's  approach,  the 
ratio  of  Medicare  patients  to  total  patients  was  calculated  for  a  sample 
of  90  ASC  facilities  and  applied  to  total  cost  and  total  charge  data,  to 
estimate  the  portion  of  costs  and  charges  attributable  to  Medicare 
patients  in  each  facility.  The  total  costs  and  charges  were  then 
determined  for  each  facility  and  the  Medicare  cost-to-charge  ratio  was 
then  calculated.  The  median  cost-to-charge  ratio  was  then  calculated  for 
the  90  facility  sample.  The  cost  of  cataract  surgery  was  estimated  by 
multiplying  the  resulting  median  cost-to-charge  ratio  by  the  weighted 
median  charge  for  cataract  procedures  derived  from  a  seimple  of  333 
facilities . 

The  RCC  technique  can  be  highly  inaccurate  when  used  to  determine  the 
cost  of  a  specific  procedure,  primarily  because  charges  are  not  estab- 
lished solely  on  costs.  Procedure  charges  often  reflect  payor  mix, 
competition  and  historical  payment  limitations.  For  example,  the  charge 
for  performing  a  cataract  extraction  with  an  IQL  implant  in  the  twenty 
ASCs  included  in  this  study  ranged  from  $62^  to  $1,475,  while  the  ratio 
of  cost-to-charges  in  these  facilities  ranged  from  37.4%  to  141.8%. 
Further,  within  a  particular  facility,  the  cost-to-charge  ratio  for 
individual  procedures  varies  greatly.  As  a  result  of  this,  the  RCC 
approach  may  greatly  understate  the  cost  of  some  procedures,  while 
overstating  others. 
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PROJECT  APPROACH  = 

Ernst  L  Whinney  conducted  procedural  cost  analyses  at  twenty  ASCs 
throughout  the  country.  The  purpose  of  these  analyses  was  to  determine 
the  actual  costs  of  performing  a  cataract  extraction  with  an  lOL  implant 
in  each  of  these  ASCs.  The  results  of  the  procedural  costing  were 
analyzed  using  a  multi-variable  regression  to  identify  factors  which 
explain  differences  in  the  cost  of  performing  cataract  procedures  among 
the  facilities  and  to  develop  a  regression  equation  for  predicting  the 
cost  of  performing  cataract  surgery. 

The  project  was  conducted  in  five  sequential  phases: 

o      Phase    I    -    Develop    Procedural    Costing    Methodology    for  Cataract 
Procedures 

o      Phase  II  -  Field  Test  and  Refine  Costing  Methodology 

o      Phase    III    -  Select   Representative   Sample  of  ASCs   for  Procedural 
Costing 

0      Phase     IV    -    Apply    Procedural    Costing    Methodology    in  Selected. 
Ambulatory  Surgery  Centers 

o      Phase  V  -  Summarize  Data  and  Perform  Regression  Analysis 

Each  phase  is  described  in  detail  below. 

Phase  I  -  Develop  Procedtiral  Costing  Methodology  for  Cataract  Procedures 

The  first  step  in  this  project  was  to  develop  a  procedural  costing 
technique  to  be  utilized  at  the  ASCs.  As  discussed  in  the  "Overview  of 
Costing  Approach"  section,  this  technique  relied  on  procedural  costing 
principles,  specifically  tailored  to  ASCs  and  cataract  surgery. 

Prior  to  developing  the  methodology,  Ernst  &  Whinney  consultants  met  with 
numerous  individuals  to  develop  an  understanding  of  the  history  of  ASCs, 
ASC  operations,  finances  and  cost  structures  and  to  discuss  ASC 
procedural  costing  methodologies.  Additionally,  the  surgical  protocols 
and  the  entire  cataract  extraction  procedure  were  discussed  and 
observed.  These  meetings  were  held  with  representatives  of  OOSS,  legal 
counsel  for  OOSS,  ASC  administrators  and  ophthalmic  surgeons. 

In  addition  to  the  above  issues,  extensive  research  was  conducted 
regarding  HCFA's  regulations  and  reimbursement  methodologies  for  ASCs. 
The  following  issues  were  examined  in  conjunction  with  this  activity: 

o      ASC  allowable  costs  as  defined  by  HCFA 

0      HCFA's  application  of  area  wage  indices 


-5- 


166 


I 


o      Results  of  the  Office  of  Inspector  General's  audit  of  ASCs 
o      Availability  of  HCFA's  ASC  survey  data 

o      HCFA's  methodology  for  the  July  1987  and  proposed  August   1988  ASC 
payment  updates 

At  the  conclusion  of  Phase  I,  Ernst  &  Whinney  consultants  had  a  broad 
understanding  of  the  issues  surrounding  ASC  and  cataract  reimbursement. 
Based  on  this  understanding,  a  preliminary  procedural  costing  methodology 
was  designed  to  fit  the  unique  environment  of  ASCs  and  cataract 
procedures . 

Phase  II  -  Field  Test  and  Refine  Costing  Methodoloey 

After  developing  the  preliminary  procedural  costing  methodology,  three 
ASCs  were  selected  as  "pilot  sites"  to  field  test  the  methodology.  The 
pilot  sites  included: 

o      An  Ophthalmic  Surgery  Center  performing  less   than  1,000  procedures 
annually 

0      An  Ophthalmic  Surgery  Center  performing  more   than  1,000  procedures 
annually 

o      A    Multi-Specialty    Surgery    Center     performing    more     than  4,000 
procedures  annually 

The  criteria  for  selecting  the  ASCs  to  be  included  in  the  initial  sample 
included: 

o      Geographic  location 

0      Volume  of  all  surgical  cases 

o      Volume  of  cataract  cases 

o      Surgical    protocol    (extracapsular    extraction    versus  phacoemulsi- 
fication) 

This  initial  sample  deliberately  included  a  diverse  mixture  of  ASC 
characteristics,  in  order  to  assess  the  impact  of  these  characteristics 
on  total  procedural  costs  and  to  test  the  methodology  in  a  variety  of  ASC 
settings . 

Prior  to  conducting  the  cost  finding  in  these  ASCs,  planning  meetings 
were  held  with  management.  The  purpose  of  these  meetings  was  to  discuss 
the  overall  activities  and  data  requirements  involved  in  the  study  and  to 
develop  a  thorough  understanding  of  the  financial  data,  cost  structure 
and  surgical  operation  prior  to  conducting  the  actual  procedural  costing 
in  the  respective  ASCs. 
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Several  days  were  spent  on-site  at  each  of  these  ASCs.  The  basic 
approach  to  conducting  the  on-site  procedural  level  costing  consisted  of 
two  primary  activities.  First,  approximately  one  to  two  days  were  spent 
in  the  sterile  areas  of  each  ASC  (pre-op  and  operating  room)  observing 
the  clinical  activities  involved  in  performing  a  cataract  procedure. 
During  these  observations,  actual  resources  (including  labor,  supplies 
and  equipment)  consumed  in  performing  cataract  procedures  were 
documented.  Second,  all  relevant  financial  and  statistical  information 
for  each  ASC  was  collected  and  analyzed. 

Upon  completion  of  these  activities,  the  results  for  each  ASC  were 
analyzed  and  a  procedural  cost  profile  was  developed.  After  completing 
each  ASC's  procedural  cost  profile,  it  was  discussed  in  detail  with  ASC 
management  to  validate  the  results  and  correct  any  errors. 

As  a  result  of  these  field  testing  activities,  the  data  collection 
process  was  streamlined,  criteria  for  identifying  ASC  allowable  costs 
were  documented,  allocation  methodologies  and  statistics  for  indirect  and 
overhead  expenses  were  refined,  criteria  for  separating  commingled 
financial  statements  were  developed  and  Medicare  allowable  expenses  for 
Medical  Director  fees  were  established.  Each  of  these  issues  is 
discussed  in  detail  in  Phase  IV  of  this  section. 

Phase  III — Select  Representative  Sample  of  ASCs  for  Procedviral  Costing 

A  total  of  twenty  ASCs  were  selected  for  procedural  costing.  These 
facilities  were  selected  because  they  provided  a  cross-section  of  four 
key  characteristics: 

0  Volume  ■  '  ■  ■ 

0  Multi  or  Single  Specialty 

0  Surgical  Technique  (phaco  or  non-phaco)  -  - 

0  Age  of  Facility 

These  four  characteristics  were  selected  because  it  was  believed  they 
would  significantly  impact  the  cost  of  performing  cataract  surgery  and 
because  they  are  key  variables  in  determining  the  total  operating 
expenses  of  an  ASC.  The  objective  was  to  select  ASCs  which  would  contain 
a  representative  cross-section  of  ASC  characteristics.  To  select  the 
twenty  facilities,  a  telephone  survey  of  245  ASCs  performing  ophthalmic 
surgery  was  conducted.  (See  Appendix  I  for  a  detailed  description  of  the 
telephone  survey.) 

A  sample  of  the  245  respondents,  representing  a  cross  section  of  the  key 
variables  described  above,  were  contacted  to  confirm  their  survey  data 
and  to  assess  their  ability  and  willingness  to  provide  the  additional 
information  needed  to  participate  in  the  on-site  procedural  costing. 
Discussions  with  representatives  of  each  of  the  ASCs  focused  on  their 
ability  to  provide  accurate  year-end  financial  data,  relevant  statistical 
information  (i.e.,  volume  by  procedure),  hours  worked  and  hours   paid  by 
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employee,  detailed  capital  equipment  ledgers  and  other  information  which 
would  be  critical  to  the  ability  to  perform  a  procedural  level  cost 
analysis . 

The  final  sample  of  twenty  sites  included  ten  multi-specialty  and  ten 
single-specialty  (ophthalmic)  ASCs.  The  sample  included  four  centers  in 
Texas  and  three  centers  each  in  California  and  Florida,  to  reflect  the 
concentration  of  ASCs  currently  located  in  these  geographic  areas.  Ten 
other  states  were  represented  by  one  ASC  each.  Exhibit  II  provides  a 
list  of  the  number  of  ASCs  studied,  by  state. 

The  sample  included  a  wide  range  of  both  cataract  volumes  and  total 
procedure  volumes.  The  annxial  volume  of  cataract  procedures  ranged  from 
185  to  1,453  procedures,  while  the  annual  volxime  of  total  procedures 
ranged  from  224  to  4,372  procedures.  Exhibit  III  summarizes  the  annual 
volume  of  cataract  and  total  procedures  for  the  twenty  ASCs. 

The  following  table  presents  a  comparison  of  key  facility  characteristics 
for  the  sample  of  twenty  ASCs  to  the  larger  sample  of  245  ASCs  contacted 
during  the  telephone  survey,  as  well  as  to  an  SMG  Marketing  Group  survey 
conducted  in  1988  of  853  ASCs  operational  as  of  December  31,  1987.  (SMG 
Marketing  Group  is  a  Chicago-based  healthcare  consulting  and  market- 
research  firm. ) 


Facility 

Cost  Telephone  SMG  Marketing 

Survey  Survey  Group  Survey 

Facility  Characteristics               (20  ASCs)  (245  ASCs)        (853  ASCs) 

Average  Annual  Volume  of 

Cataract  Procedures                             491  515  N/A 


Average  Annual  Volume  of 

Total  Procedures  1,663  1,643  1,731 

Average  Number  of  Operating 

Rooms  2.65  2.62  2.75 


Average  Number  of  Procedures 

per  Operating  Room  628  627  629 

Average  Age  of  Facility  ' 

(in  months)  42.0  N/A  N/A 


*  Average  age  (in  months)  unavailable  for  telephone  survey  participants, 
however,  46.6  months  represents  average  age  of  all  Medicare-certified 
ASCs,  according  to  data  collected  from  the  ASC  Request  for 
Certification  in  the  Medicare  Progreim. 
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As  can  be  seen  from  the  above  table,  the  characteristics  of  the  sample  of 
twenty  ASCs  in  which  procedural  cost  analyses  were  conducted  very  closely 
parallel  both  the  telephone  survey  and  the  SMG  Marketing  Group  survey  of 
853  ASCs. 

Phase  IV  -  Apply  Procedxiral  Costing  Methodology  in  Selected  Ambulatory 
Surgery  Centers 

Representatives  of  Ernst  &  Whinney  spent  two  to  four  days  on-site  at  each 
of  the  twenty  ASCs  selected  for  the  procedural  costing  study.  The  length 
of  time  spent  at  each  ASC  varied  depending  on  the  volume  of  procedures 
that  were  performed  and  the  availability  of  the  data  necessary  to  develop 
the  procedural  cost  profile.  The  basic  approach  to  conducting  the 
on-site  procedural  level  costing  has  already  been  discussed  in  prior 
sections  of  this  report.  The  two  primary  activities  involved  in  the 
on-site  costing,  direct  observation  of  cataract  procedures  and  analysis 
of  financial  and  statistical  data,  are  discussed  in  more  detail  below. 

Activity  1  -  Direct  Observation  of  Cataract  Procedures 

Ernst  8t  Whinney  consultants  spent  approximately  one  to  two  days 
observing  the  clinical  aspects  of  how  cataract  care  was  provided  to- 
Medicare  beneficiaries.  A  great  deal  of  time  was  spent  in  the 
sterile  areas  of  the  ASC,  including  the  pre-op  area  and  the  operating 
room  suites.  The  primary  goals  of  this  activity  were  to  observe  the 
patient  flow  through  the  ASC,  from  reception  through  discharge,  to 
measure  the  average  direct  labor  time  incurred  by  staff,  to  record 
the  actual  resources  consumed  by  cataract  patients  and,  in  general, 
to  develop  a  thorough  understanding  of  all  the  clinical  activities 
and  staff  roles  related  to  the  provision  of  cataract  care. 

In  facilities  in  which  multiple  physicians  performed  cataract 
surgery,  every  attempt  was  made  to  observe  the  clinical  practices  of 
several  physicians.  By  doing  this,  a  representative  profile  of 
resource  consumption  in  the  ASC  was  developed.  It  was  found  that  the 
length  of  time  to  perform  the  actual  surgery  and  the  exact  supplies 
consumed  varied  by  physician.  These  differences  were  discussed  with 
the  appropriate  personnel  in  each  center,  usually  the  Administrator 
and/or  the  Nursing  Supervisor,  and  subsequently  incorporated  into  the 
cost  profile.  In  many  cases,  resource  consumption  profiles  by 
individual  physician  were  developed  and,  in  other  cases,  where  only 
small  variations  between  physicians  were  found,  the  profiles  included 
the  most  commonly  used  supplies  for  all  physicians.  To  compensate 
for  varying  lengths  of  time  to  perform  the  surgical  procedure  among 
physicians,  numerous  procedures  were  observed  and  then  the  labor 
times  of  all  observations  were  averaged.  The  resulting  average  times 
were  discussed  with  ASC  personnel  to  ensure  accuracy  and  consistency 
with  their  actual  experience.  Additionally,  supply  usage  was 
reviewed  and  discussed  with  nursing  personnel  to  ensure  that  actual 
supply  usage  was  accurately  reflected  in  the  cost  profile.  In  almost 
all  of  the  ASCs,  the  nurses  maintained  a  list  of  the  supplies  and 
drugs  commonly  used  during  cataract  surgery.  This  list  was  commonly 
used  to  select  supplies  before  each  case. 


-9- 


170 


Activity  2  -  Analysis  of  Financial  and  Statistical  Data 

The  other  major  activity  performed  during  the  on-site  costing 
analyses  was  to  analyze  financial  and  statistical  data.  Calendar 
year  1987  data  was  utilized,  where  available.  In  a  few  cases,  fiscal 
year  1987  data  was  utilized,  because  calendar  year  data  was  not 
available.  During  this  activity  resource  cost  data  was  collected, 
including: 

o    Supply  costs 

o    Labor  rates  and  benefits  by  skill  level 
0    Equipment  depreciation 
o    Other  overhead  expenses 
o    Volume  statistics 

All  operating  expenses,  by  line  item  on  the  income  statement,  were 
reviewed  and  discussed  with  appropriate  ASC  management  personnel, 
usually  the  Administrator  and/or  the  Business  Office  Manager.  Where 
necessary,  specific  operating  expenses  were  also  discussed  with  the 
ASC's  external  accoxinting  firm  and/or  its  corporate  office  (if  the 
ASC  was  part  of  a  chain).  However,  none  of  the  financial  data  was 
audited  and  Ernst  &  Whinney  does  not  express  an  opinion  on  the 
accuracy  of  the  financial  data  provided  by  ASC  management.  The  major 
financial  areas  and  issues  we  reviewed  are  described  below. 

Allowable  and  Non-Allowable  Expenses 

All  Medicare  non-allowable  costs  were  excluded  from  the  procedural 
cost  profiles.  These  non-allowable  expenses  included,  but  were  not 
limited  to,  the  following:  .  > 

o    Professional  malpractice  insurance 

0    Travel  and  entertainment  (not  educationally-related) 

o    Advertising   and  promotion   (although  Yellow  Pages  were  considered 
allowable,  if  documented) 

o    Automobile  expense 

o    Home  office  expenses  (for  physician-owned  ASCs) 
o    CRNA  expenses 

In  general,  if  the  ASC  was  unable  to  document  specific  questionable 
expenditures,  they  were  excluded  from  the  procedural  cost  profile. 
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Indirect  and  Overhead  Expenses 

Another  important  task  performed  during  the  review  of  the  ASCs ' 
firxancial  statements,  as  well  as  during  the  direct  observations,  was 
to  identify  and  appropriately  allocate  all  indirect  and  overhead 
expenses.  Overhead  expenses  generally  included  indirect  nonclinical 
labor  (e.g.,  the  administrator  and  business,  office  personnel), 
supplies  (e.g.,  office  supplies)  and  equipment  depreciation  (e.g., 
computer,  furniture  and  fixtures).  Additionally,  the  indirect 
clinical  labor  time  included  that  portion  of  the  nurses'  and 
technicians'  time  which  was  not  directly  attributable  to  a  specific 
procedure.     Typically,  this  included: 

0    Supervision  and  personnel  management      -  ~. 

o    Inservice  education  .  .  ,  ,         ^  .,  - 

0    Attending  conferences  ..'  - 

o    Ordering  and  stocking  supplies 

0  Sterilization 

This  indirect  time  was  subsequently  allocated  to  all  procedures, 
including  cataracts,  based  on  an  appropriate  allocation  statistic 
(e.g.,  volume,  full-time  equivalents).  For  example,  if  a  facility 
had  700  hours  of  indirect  time  and  1,400  total  procedures,  0.5  hours 
(700/1,400)  of  indirect  time  was  allocated  to  each  procedure. 

Overhead  expenses  for  equipment  depreciation  were  reviewed  in  detail 
and  restated  to  be  consistent  with  Medicare  principles  of  reimburse- 
ment and  to  accurately  reflect  equipment  actually  used  for  cataract 
surgery.  To  do  this,  the  capital  equipment  list  was  reviewed  and  all 
equipment  was  categorized  as  follows: 

0  General  Purpose  Equipment  -  Used  for  all  procedures  (e.g.,  scrub 
sinks,  furniture  and  fixtures). 

0  Cataract-Specific  Equipment  -  Used  only  for  cataract  surgery 
(e.g.,  ophthalmic  microscope,  irrigation/aspiration  machine). 

o  Non-cataract  Specific  Equipment  -  Used  only  for  specific 
non-cataract  procedures  (e.g.,  arthroscope,  YAG  laser).  These 
expenses  were  excluded  from  the  procedural  cost  profile. 

After  all  capital  equipment  was  appropriately  categorized,  the  cost 
basis  and  depreciable  lives  were  reviewed.  In  all  cases,  deprecia- 
tion was  calculated  on  a  straight-line  basis,  rather  than  the 
methodology  that  the  ASCs  were  currently  utilizing  (usually  ACRS). 
Estimated  useful  lives  were  discussed  with  ASC  management  and,  as 
necessary,  revised  to  reflect  appropriate  lives,  according  to  the  AHA 
Guide  to  Estimated  Useful  Lives  of  Depreciable  Hospital  Assets  (1988 
edition).  In  most  cases,  this  resulted  in  increased  depreciable 
lives  for  capital  equipment,  thus  reducing  the  allowable  depreciation 
expense . 
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Commingled  Financial  Statements 

Of  the  twenty  sites  included  in  our  seimple,  ten  were  single 
specialty,  physician-owned  ASCs,  which  were  often  physically  attached 
to  the  physician's  private  office.  Many  of  these  centers  had 
financial  statements  which  commingled  the  physician's  private  office 
and  the  ASC.  The  extent  of  the  commingling  varied  among  ASCs.  For 
example,  some  ASCs  kept  separate  and  distinct  records  on  labor 
expenses.  In  all  cases,  based  upon  observations  and  discussions  with 
management,  commingled  expenses  were  separated  and/or  re-allocated 
based  on  an  appropriate  allocation  statistic.  This  statistic  may 
have  been  square  feet,  for  items  such  as  rent  and  utilities,  or 
number  of  full-time  equivalents  (FTEs),  for  items  such  as  education. 
After  the  financial  statements  were  adjusted  to  more  accurately 
reflect  the  actual  operating  expenses  of  the  ASC  versus  the  private 
office  (in  general,  operating  expenses  of  the  ASC  had  originally  been 
understated),  ASC  operating  expenses  were  then  allocated 
appropriately  to  develop  the  procedural  cost  profile  for  cataract 
surgery. 

Medical  Director  and  All  Other  Expenses 

Another  area  which  required  special  consideration  was  the  allowable 
expense  for  a  Medical  Director.  The  amount  included  in  the 
procedural  cost  profiles  was  either  the  actual  compensation  paid  to 
the  Medical  Director  (if  it  was  below  the  HCFA  allowable  net 
compensation  level)  or  the  HCFA-allowable  net  compensation  level, 
adjusted  for  physician  specialty  and  geographic  area  (metropolitan 
area  vs.  non-metropolitan  area).  In  calculating  the  allowable  cost 
for  the  Medical  Director,  the  HCFA-allowable  annual  amount  was 
divided  by  2,080  (UO  hours  per  week  times  52  weeks)  to  derive  an 
allowable  hourly  wage.  This  hourly  wage  was  then  multiplied  by  the 
approximate  number  of  hours  that  the  Medical  Director  actually  spent 
on  ASC  administrative  activities  (two  to  five  hours  per  week,  on 
average).  This  figure  was  then  annualized  and  divided  by  the  total 
number  of  ASC  cases  performed  during  the  year  to  derive  the  estimated 
cost  per  ASC  case.  No  other  owner's  compensation  was  included  in  the 
allowable  expenses. 

Finally,  all  other  expenses  included  on  the  income  statement  were 
carefully  reviewed  for  reasonableness  and  whether  they  were  allowable 
expenses.  As  appropriate,  these  expenses  were  also  incorporated  into 
the  procedural  cost  profile. 

Organization  and  Review  of  Data 

Upon  completion  of  the  on-site  observations  and  data  collection 
activities,  the  results  from  each  ASC  were  analyzed,  organized  and 
assembled  onto  a  microcomputer  procedural  costing  model  developed  by 
Ernst  Sc  Whinney  specifically  for  this  project.  Total  procedural 
costs  were  then  summarized  and  categorized  using  this  model, 
according  to  the  categories  presented  in  the  "Overview  of  Costing 
Approach"  section  of  this  report. 
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Each  ASC's  cataract  cost  profile,  including  a  variety  of  detailed 
supporting  schedules,  was  sent  to  the  ASC  Administrator  for  review  and 
conments.  Often,  this  step  involved  explanation  of  certain  portions  of 
the  analysis  and  sometimes  revealed  specific  items  that  required 
adjustment  or  revision.  For  example,  it  was  common  for  ASC  management  to 
make  slight  modifications  to  the  schedule  of  supplies  used  during 
cataract  surgery.  For  many  ASCs  this  was  the  first  time  a  consolidated 
list  of  all  supplies,  including  the  respective  costs,  utilized  for  a 
cataract  case  was  available.  The  analysis  was  discussed  with  the 
management  of  each  ASC,  and,  where  necessary,  appropriate  revisions  were 
incorporated  into  the  procedural  cost  profile. 

The  final  step  in  developing  the  procedural  cost  profile  involved 
normalizing  the  labor  costs  for  each  of  the  ASCs.  This  was  accomplished 
by  applying  the  appropriate  HCFA  wage  adjustment  index  (November  26, 
1984)  to  the  total  labor  costs  calculated  at  each  ASC.  The  appropriate 
wage  adjustment  index  was  determined  based  on  the  geographic  location  of 
the  particular  ASC. 

Phase  V — Sumnarize  Data  and  Perform  Regression  Analysis 

Total  Procedural  Costs 

The  total  procedural  cost  at  each  ASC  was  summarized  into  nine  categories 
for  comparative  purposes.  A  summary  comparison  of  procedural  costs  for 
the  twenty  ASCs  included  in  this  study  is  presented  in  Exhibit  IV. 
Exhibit  V  provides  a  graphic  summary  of  the  cost  findings. 

As  presented  in  Exhibit  IV,  the  average  cost  of  performing  a  cataract 
procedure  in  the  twenty  ASCs  which  were  studied  was  $714.33.  The 
procedural  cost  studies  performed  at  the  twenty  ASCs  clearly  dociiment 
that  the  average  cost  of  performing  cataract  surgery  with  an  lOL  implant 
exceeds  the  July  1987  reimbursement  level  of  $598.50  per  case  (before  the 
wage  index  adjustment).  Total  facility  costs  for  cataract  extraction 
with  an  lOL  implant  are  summarized  below: 


Regression  Analysis 

The  results  of  the  cost  studies  were  analyzed  using  a  multi-variable 
regression  analysis.  The  regression  analysis  attempted  to  use  selected 
independent  variables  to  explain  differences  in  the  total  cost  of 
performing  cataract  surgery  across  the  twenty  facilities.  The  initial 
regression  model  analyzed  the  following  variables  as  predictors  of  the 
cost  of  performing  a  cataract  procedure: 


FACILITY  COSTS  OF  PERFORMING 
CATARACT  EXTRACTION  WITH  AN  lOL  IMPLANT 
IN  TWENTY  ASCF 


High 


$1,107.97 


Low 

Average 


$400.68 
$714.33 
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o      age  of  facility 

o      total  cases 

o      number  of  cataract  cases 

o      multi-versus  single  specialty 

o      percent  of  cases  performed  using  phacoemulsification 
o      number  of  operating  rooms 

The  regression  model  found  that  two  variables,  the  number  of  operating 
rooms  and  total  case  volume,  were  the  most  statistically  significant 
independent  predictors  of  the  cost  of  performing  a  cataract  procedure. 

The  regression  analysis  resulted  in  the  following  equation  for 
calculating  the  procedural  cost  of  performing  cataract  surgery: 

Cost  =  $179.31  *  (/^  of  ORs)  -  $0.19  *  (it^  of  cases)  +  $556.35 

The  number  of  operating  rooms  probably  represents  the  capital  cost  (or- 
rent)  of  a  facility.  As  the  size  of  the  facility  increases,  with  no 
change  in  volume,  the  capital  cost  per  case  increases.  The  number  of 
surgical  cases  probably  represents  the  efficiency  of  the  ASC,  in  terms  of 
cases  per  year  and  therefore  represents  the  effect  of  allocating 
non-capital  overhead  costs  (i.e.,  utilities,  telephone,  housekeeping)  to 
each  procedure.  Therefore,  as  volume  increases,  the  overhead  costs  are 
allocated  over  a  larger  base  and  the  per-unit  cost  decreases.  The 
constant  probably  represents  the  cost  of  direct  labor,  supplies,  etc. 
used  for  each  case. 

As  previously  noted,  the  average  cost  per  case  in  the  sample  of  twenty 
ASCs  was  $714.33.  Based  on  the  telephone  survey  of  245  ASCs  performing 
cataract  surgery,  the  average  niomber  of  surgical  cases  per  center  during 
1987  was  1,643  and  the  average  number  of  operating  rooms  was  2.62. 
According  to  SMG  Marketing  Group's  survey,  these  same  values  were  1,730 
and  2.75,  respectively.  The  table  below  presents  the  predicted  total 
cost  per  cataract  case  for  the  245  ASCs  in  the  telephone  survey  and  for 
the  853  ASCs  represented  by  SMG's  survey  using  the  regression  equation: 


Surgical 
Cases 


Operating 
Rooms 


Predicted  Cost 
Per  Case 


Telephone  Survey 
SMG  Survey 


1,643 
1,731 


2.62 
2.75 


$713.97 
$720.56 
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Conclusion 

The  Ernst  &  Whinney  study  found  that  the  costs  of  performing  cataract 
surgery  exceed  both  current  payment  rates  ($598.50)  and  HCFA's  proposed 
rates  ($620.00),  which  would  be  retroactively  effective  beginning  July  1, 
1988. 

Additionally,  to  compare  Ernst  &  Whinney 's  findings  and  the  HCFA  proposed 
ASC  rates  (as  published  in  the  August  18,  1988  Federal  Register),  Ernst  & 
Whinney 's  findings  should  be  inflated  by  approximately  6.797%  to  account 
for  inflation  in  the  Hospital  Market  Basket  Index  between  the  midpoint  of 
the  data  collected  by  Ernst  &  Whinney  and  December,  1988  (the  point  to 
which  the  HCFA  proposed  rates  are  inflated).  Application  of  this 
inflation  adjustment  to  the  20  ASCs  in  the  study  and  the  245  ASCs  in  the 
telephone  survey  results  in  a  total  procedural  cost  of  $762.88  and 
$762.50,  respectively. 

Based  on  the  above  results,  an  ASC  payment  rate  for  cataract  surgery  of 
approximately  $763  would  be  appropriate;  a  lower  rate  would  fail  to  cover 
the  Medicare-allowable  costs  of  performing  cataract  surgery. 
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EXHIBITS 


EXHIBIT  I 

SUMMARY  OF  CATARACT  PROCEDURE  COSTS 

„  Standard  Cost 

^    ■  (Hours)  Per  Hour  Cost/Case 

Direct  RN  Labor:    Operating  Room  3.00       $14.00      $  42.00 

Direct  RN  Labor:     Pre-Op  &  Recovery  Room  1.50        $13.92  20.88 

PFS.D  Factor    9.43 

Subtotal  -  Direcor  Labor  Cost  4.50  72.31 

Indirect  RN  Labor,  Standby  S.  VHS  27.06 

Indirect  Labor — Business  Office  38.30 

Indirect  Labor — Dir.  of  Nursing  &  Orderly  18. 15 

Subtotal  -  Wages  &  Salaries  155.82 

Employee  Benefits  and  Taxes — All  Employees  31.48 

Medical  Director  Fee  3.51 

Subtotal — Total  Labor  Cost  190.81 

Eqpt.  Depr.  (Cataract  Specific)  5.43 

Eqpt.  Depr.  (General  Purpose)  24.50 

Direct  Supplies  361.83 

Management  Fees  19.15 

Util.,  Tel.,  Maint.  &  Insurance  45.64 

Rent,  Int.,  Amort.  &  Leasehold  Impr.  Depr.  178.35 

All  Other  Expenses  45.29 

TOTAL  COST  PER  CASE  $871.00 
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EXHIBIT  II 

GEOGRAPHIC  DISTRIBUTION  OF  TWENTY  SAMPLED  ASCs 


ASCs 

STATE  SAMPLED 

California  3 

Connecticut  1 

Florida                                                . ;  3 

Illinois  1 

Indiana  I 

Maryland  1 

Michigan  1 

New  Hampshire  1 

New  York  1 

Ohio  1 

Pennsylvania  1  • 

Texas  4 

West  Virginia   1 

TOTAL  2^ 
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EXHIBIT  III 

SUMMARY  OF  ANNUAL  VOLUMES  FOR  TWENTY  SAMPLED  ASCs 


TOTAL  CATARACT 

ASC                            ^                    '       "  CASES  CASES 

1  2,356  1,453 

2  4,372  252 

3  •                 ■              >  2,853  253 

4  564  325 

5  1,176  268 

6  2,194  385 

7  2,648  209 

8  353  284 

9  337  249 

10  1,957  1,001 

11  987  687 

12  2,227  607 

13  224  185 

14  961  851 

15  1,063  786 

16  564  401 

17  -  2,930  417 

18  1,972  423 

19  3,123  471 

20  398  316 


MEAN  1,663  491 

MEDIAN  1,567  393 

MINIMUM  224  185 

MAXIMUM  4,372  1,453 


-18- 


179 


d  (N  m  o 


OO  'J*  o\  o 


o  <Ji  p-  o 


o  i-i  (M  in  ^ 


<M  o  «  <N  m 


Lf)  Lf)      ^  ov 


lT)  00  o  oo 


0^  O  «  Lf)  If) 


O   ^   «   rH  m 

m  iH  flo  CO  If) 

i-l         iH  1-1 


00  m  »s" 


<u  c  « 

(0  (U 

0)  »  > 

J  JJ  o 


H-1  U  U  M 

a  -a  c  4J 

0)  (U  o  o 

03  2  U  H 


0  2  M 

'iJ  .  V 

(0 

•H  0)  O 

u  H 

u  s  ul 

01  U5  (0  w 

in  i)  9)  V  <i> 

0)  Q  -H  J  £ 

■H  JJ  iJ 

r-i     .  .-I  .  O 

Ol  AJ  Jj 

cu  a  -H  CM 

3  JJ  OJ  M 

CO  U  3  OS  < 


-19- 


180 


0^  vO  i-H  O 


O 

o»  O 

(N  O 


0^  0^  O  O 
O  m  o  O 


If)    1»-    tM  O 


00    (M    (V>  O 


in  ^  o\  o 


O  (Vl  lil  o 


^  ^  o 


n  (N  fM 


CO  rn  <Jv  o 


<N  If)  O  O  V 


r"-  O  >0  (N 

a>  o  o  00 

C3\   O   rf  r-t 


n  O  C~ 

O  »0  f*i  on 


li^  r>-  r*-  »o 


>£>  IN   CTi  CTi  o 


o 


rtJ    0)    0)    O  O 

M  aa  s:  u  H 


»  T3 
0)  o 

H  x: 


-20 


181 


EXHIBIT  V 

AVERAGE  COMPONENT  COSTS  AS  A  PERCENTAGE  OF  TOTAL  PROCEDURAL  COSTS 


Wage  Adjusted  Average  Cost  per  Case  =  $714.33 
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APPEHDIX  I 
TELEPHONE  STJSVE7 


After  conducting  some  preliminary  research,  it  became  apparent  that  there 
was  no  document  available  which  summarized  the  key  features  of  the  ASC 
industry.  Therefore,  prior  to  selecting  the  sites  to  be  visited  for  the 
actual  cost  finding  activities,  Ernst  &  Whinney  consultants  conducted  a 
telephone  survey  of  Medicare-certified  ASCs.  The  purpose  of  this  survey 
was  to  identify  the  key  characteristics  of  ASCs  and  to  select  a  sample 
that  was  consistent  with  the  characteristics  of  the  industry  as  a  whole. 
Selecting  an  appropriate  sample  was  important  because  the  sample  needed 
to  be  representative  of  the  ASC  universe  and  include  a  wide  variety  of 
ASC  characteristics.  Furthermore,  the  results  of  the  procedural  costing 
analysis  at  the  twenty  sites  would  later  be  used  in  a  multi-variable 
regression  analysis. 

The  first  step  in  the  telephone  survey  process  was  to  obtain  a  listing  of 
all  Medicare-certified  ASCs  in  the  country.  This  list  was  obtained  from 
HCFA  and  included  all  Medicare-certified  ASCs  as  of  March  18,  1988.  The 
list  included  898  facilities,  sorted  by  state.  The  list  included  the 
following  information  for  each  facility: 

0      Medicare  provider  number 

o      Facility  name 

o      Mailing  address 

0      Telephone  number 

0      Fiscal  year 

Next,  a  survey  document  was  developed  to  enable  consistent  and  efficient 
data  collection  for  each  facility  contact  made.  Based  on  the  results  of 
the  field  testing  activities,  it  was  believed  that  certain  key  ASC 
facility  characteristics  would  have  a  significant  impact  on  the  total 
cost  of  performing  a  cataract  procedure.  These  characteristics  included 
the  type  of  facility  (multi  or  single  specialty),  procedure  volume,  age 
of  the  facility  and  the  surgical  technique  utilized  to  perform  cataract 
surgery  (phacoemulsification  or  non-phacoemulsif ication) .  Therefore,  the 
telephone  survey  focused  primarily  on  collecting  information  on  these 
characteristics.  Prior  to  the  actual  survey  being  conducted,  the 
Presidents  of  both  OOSS  and  the  Federated  Ambulatory  Surgery  Association 
(FASA)  mailed  letters  to  their  respective  members  informing  them  of  the 
purpose  and  content  of  the  survey.  Thus,  a  significant  portion  of  the 
respondents  were  aware  of  the  survey  and  were  well-prepared  to  answer  the 
survey  questions.     A  copy  of  the  survey  questions  is  included  on  page  24. 
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Of  the  898  ASCs  on  the  list,  245  ASCs  that  perform  cataract  surgery  were 
successfully  contacted  and  completed  the  telephone  survey.  It  is 
difficult  to  determine  exactly  what  percentage  of  all  facilities  that 
perform  cataract  surgery  the  245  ASCs  contacted  during  the  telephone 
survey  represent.  According  to  January  1988  data  obtained  from  ASCs' 
Requests  for  Certification  by  the  Medicare  program,  740  ASCs  were 
planning  to  perform  ophthalmic  surgery  at  the  time  they  first  applied  for 
Medicare  certification.  However,  many  multi-specialty  ASCs  that  either 
were  planning  to  perform  cataract  surgery  or  did  perform  cataract  surgery 
at  one  time  are  no  longer  performing  this  procedure  (in  part  because  of 
low  reimbursement  rates).  Additionally,  many  multi-specialty  ASCs,  when 
they  first  apply  for  certification,  indicate  that  they  intend  to  develop 
all  surgical  specialties  in  order  to  maximize  their  options,  although 
after  commencing  operation  they  perform  only  selected  specialties.  Thus, 
while  the  telephone  survey  captured  33%  (245  out  of  740)  of  all  ASCs 
certified  to  perform  cataract  surgery,  in  all  likelihood  it  captured  a 
significantly  higher  percentage  of  the  ASCs  actually  performing  cataract 
surgery. 

The  ASCs  included  in  the  telephone  survey  appear  reasonably  typical  of 
the  industry  as  a  whole.  Of  the  245  ASCs  in  the  survey,  112  were 
ntulti-specialty  and  133  were  single-specialty  ophthalmic  ASCs.  The 
average  number  of  operating  rooms  per  surveyed  ASC  was  2.6,  which  also 
equals  the  average  number  of  operating  rooms  in  all  Medicare-certified 
ASCs,  according  to  the  ASCs'  Requests  for  Certification.  Additionally, 
the  average  annual  number  of  cataract  procedures  per  surveyed  ophthalmic 
center  was  605,  and  407  per  surveyed  multi-specialty  center.  The 
combined  average  annual  number  of  cataract  procedures  for  all  surveyed 
ASCs  was  515. 

A  siimmary  of  the  results  of  the  telephone  survey  are  presented  on  page 
25,  while  page  26  graphically  depicts  the  age  distribution  of  all 
surveyed  ASCs,  clearly  showing  that  a  large  percentage  of  ASCs  have 
opened  in  the  last  several  years. 
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ASC  TELEPHONE  SURVEY  QUESTIONS 

(1)  Do  you  perform  cataract  surgery?     (If  the  ASC  answered  no,   the  survey 
was  terminated  at  this  point.) 

(2)  Is  the  ASC  a  multi-specialty  facility  or  exclusively  ophthalmic? 

(3)  How  many  operating  rooms  does  the  ASC  contain? 

(4)  How  many  cataract  procedures  were  performed  in  1987? 

(5)  How  many  non-cataract  procedures  were  performed  in  1987? 

(6)  When  did  the  ASC  become  operational? 

(7)  What    surgical    technique    do   your  physicians   utilize   during  cataract 
surgery? 

a.  Intracapsular  extraction 

b.  Extracapsular  extraction 

c.  Phacoemulsification 

(8)  Do  you  routinely  use  Healon  during  cataract  surgery? 

(9)  What  was   the  approximate  capital  cost  of  the  ASC?     (only  26%  of  the 
respondents  were  able  to  answer  this  question) 
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SELECTED  RESULTS  OF  ASC  TELEPHONE  SURVEY 


MULT Is     OPTHALMIC  TOTAL 


TOTAL  NUMBER  OF  RESPONDING  ASCs 
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112 
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1 

MAXIMUM  NUMBER  OF  OPERATING  ROOMS 
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14 

AVERAGE  NUMBER  OF  YAG  ROOMS  PER  CENTER: 

0.4 
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TOTAL 

y.  5   5  0  0 

80 , 508 

126 ,090 
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196 

NON-CATARACT  PROCEDURES : 

TOTAL 

241,273 

35 ,135 

276 ,408 

AVERAGE  PER  CENTER 

2,154 

264 

1,128 

AVERAGE  PROCEDURES  PER  OPERATING  ROOM 

577 

157 

431 

TOTAL  PROCEDURES  PER  OPERATING  ROOM: 

686 

516 

627 

TYPE  OF  PROCEDURE: 

PHACOEMULSIFICATION  (P) 

34 

55 

89 

EXTRACAPSULAR  (E) 

40 

43 

83 

INTRACAPSULAR  (I) 

7 

0 

7 

PS.E  — 

13 

21 

34 

PS.I                                             '  " 

2 

1 

3 

ES.I 

6 

4 

10 

ALL  THREE                         •      -      '  -          -  ■  '    '  ' 

5 

5 

10 

TOTAL 

^Q7 

236' 

PERCENT  OF  RESPONDENTS  THAT  USE  HEALON:  87.5%        70.6%  78.3% 


*DOES  NOT  EQUAL  TOTAL  ASCs  (245)  PERFORMING  OPHTHALMIC  SURGERY  BECAUSE  NINE 
CENTERS  WERE  UNABLE  TO  PROVIDE  TYPE  OF  PROCEDURE. 
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ASC  TELEPHONE  SURVEY 

DISTRIBUTION  BY  YEARS  IN  OPERATION 


Number  of  ASCs 
60-1 — I — : — I — r 
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and  Market  Projections 
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1.0     REPORT:  INTRODUCTION 


1.1    BacXground  '^t.'-. 

An  increasingly  competitive  health  care  marketplace  is  reflected 
in  the  dramatic  changes  in  Freestanding  Outpatient  Surgery 
Centers.     While  the  industry  fights  to  cope  with  changing 
financial  incentives  and  technological  advances  marked  growth 
escalates.     SMG  Marketing  Group's  1988  annual  census  of  surgery 
centers  revealed  new  trends  in  this  expanding  market  segment 
which  will  ensure  continued  growth  through  the  end  of  the  decade. 


1.2    Historicml  Development 

Freestanding  Outpatient  Surgery  Centers,  commonly  known  as 
surgicenters,  same-day-surgery  centers  or  ambulatory  surgery 
centers,  have  grown  in  scope  and  size  since  their  inception  in 
1970.     George  Washington  University,  Washington  DC,  and  the 
University  of  California,  Los  Angeles,  opened  the  first 
outpatient  surgery  departments  in  the  late  1960 's  to  alleviate 
shortages  of  staffed  beds.     Prior  to  that  time  minor  outpatient 
surgery  was  only  occasionally  conducted  in  physician's  offices. 


The  concept  of  building  an  ambulatory  surgical  facility  separate 
from  the  hospital  was  first  introduced  in  1969  by  Dr.  Charles 
Hill  in  Providence,  Rhode  Island.     Although  his  attempt  was 
unsuccessful  due  to  lack  of  interest  and  financial  backing,  the 
idea  of  a  freestanding  facility  remained  alive. 


In  1970,  doctors  Wallace  A.  Reed  and  John  L.  Ford  opened  their 
Surgicenter  in  Phoenix,  AZ .     Since  1970,  this  center  has  been  a 
model  for  many  of  the  more  than  800  surgery  centers  currently  in 
operation. 


The  American  Medical  Association  endorsed  the  use  of  surgery 
centers  in  1971,  but,  their  numbers  did  not  begin  to  increase 
significantly  until  1975.     Some  12  to  18  centers  opened  during 
each  of  the  succeeding  six  years.     Even  more  rapid  growth  was 
triggered  in  1981  by  the  American  College  of  Surgeons'  approval 
of  freestanding  surgery  centers.     During  that  year,  the  number  o 
new  centers  doubled.     The  strong  growth  continued  through  1987 
with  the  opening  of  225  new  facilities. 


Surgery  centers  developed  as  an  alternative  to  hospital  care  and 
traditional  medical  service  delivery.     Use  of  the  term 
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"freestanding  outpatient  surgery  center"  refers  to  both  location 
and  range  of  services.     These  facilities  may  be  located  in 
specially  designed,  single  unit  buildings  or  in  office  complexes. 
They  may  be  restricted  to  one  surgical  specialty     (e.g.  podiatry, 
oral  or  plastic  surgery)  or  may  provide  multiple  specialties. 


In  some  states  centers  are  not  licensed  and  are  considered  to 
function  as  "doctors'  offices".     In  other  states  they  fall  under 
a  "clinical"  or  "institutional"  classification.     Under  this 
classification  they  are  licensed  and  must  receive  local  Health 
Systems  Agency  (HSA)    (where  applicable)   approval  and  state  C.O.N, 
(where  applicable)  approval  before  opening. 


1.3      Competitiva  Bnviroiu&ent 

In  the  past  five  years,  cost  effectiveness  has  driven  competition 
in  the  health  care  industry.  Pressure  from  employers,  the 
government,  consumers  and  third  party  payers  to  reduce  the  cost 
of  service  delivery  has  fueled  much  of  the  surgery  center  growth 
and  competition. 


The  fundamental  attractiveness  of  surgery  centers  is  their 
ability  to  provide  outpatient  surgery  services  at  a  lower  cost 
than  hospitals.     Employer  groups,  the  government  and  other  third 
party  payers  view  this  as  a  preferable  alternative  to  hospital 
care.     They  encourage  and  often  times  offer  incentives  to 
consumers  to  utilize  surgery  centers.     Consumers  on  the  other 
hand  are  not  only  attracted  by  the  lower  cost,  but  also  to  the 
convenience,  quality  of  care  and  personal  attention. 


Freestanding  outpatient  surgery  centers  developed  to  bridge  the 
gap  between  the  physician's  office  and  the  hospital.  As 
technological  advances  made  many  surgical  procedures  possible  in 
the  outpatient  setting,  centers  flourished.     Many  physicians  feel 
they  can  offer  better  service  at  lower  costs  without  jeopardizing 
their  patient's  safety. 


Much  of  the  cost  advantage  is  believed  to  come  from  specializa- 
tion which  allows  efficient  use  of  personnel  and  facilities  and 
permits  tight  scheduling  of  surgical  cases.     The  elimination  of 
ancillary  services  (e.g.  cafeteria,  laundry,  etc.),  lack  of  24 
hour  staffing,  and  limited  laboratory  or  x-ray  services  have  also 
contributed  to  the  lower  cost  per  case.     An  important  cost 
containing  feature  of  the  surgery  center  is  the  elimination  of 
unnecessary  laboratory  wor)c  and  ancillary  services. 
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Hospitals  have  responded  to  the  growth  of  surgery  centers  with 
aggressive  marketing  programs  and  the  expansion  of  their  own 
hospital-based  outpatient  surgery  facilities.     SMG's  Hospital 
Market  Database indicates  that  over  80  percent  of  acute  care 
hospitals  provide  outpatient  surgery  services.     In  1986,  these 
facilities  accounted  for  84  percent  of  all  outpatient  surgical 
procedures. 


Hospitals  are  also  competing  by  establishment  of  their  own 
freestanding  facilities  and  by  affiliation  with  independent 
surgery  centers.     In  1987  hospitals  owned  71  surgery  centers  (8.1 
percent)  and  were  affiliated  with  60  (6.8  percent)  other 
facilities.    The  number  of  hospital  affiliations  is  growing  and 
is  expected  to  have  a  greater  influence  in  the  market  as  more 
hospitals  shift  certain  services  to  surgery  centers  due  to  fin- 
ancial pressures. 


Hospital  affiliations  with  independent  surgery  centers  are 
beneficial  to  both  parties.     Hospitals  provide  the  surgery 
centers  with  the  necessary  volume  to  become  profitable  while 
surgery  centers  help  hospitals  to  contain  outpatient  surgical 
costs.    Many  new  centers  are  entering  joint  ventures  with 
hospitals  for  the  financial  and  political  assistance,  as  well  as 
for  a  management  partner. 


1.4      Technological  Advances 

Technological  advances  in  surgical  procedures  are  changing  the 
scope  of  freestanding  outpatient  surgery  centers.     Each  year, 
more  and  more  procedures  can  be  done  on  an  outpatient  basis.  It 
has  been  estimated  that  today,  over  60  percent  of  all  surgeries 
can  be  performed  on  an  outpatient  basis.     This  represents  a 
potential  market  exceeding  nine  million  surgeries  by  1990. 


Many  surgery  centers  are  evolving  into  highly  specialized 
facilities.     These  centers  capture  a  local  market  niche  by 
offering  procedures  that  utilize  sophisticated  technology. 
Although  the  initial  cost  of  this  technology  is  high,  the  volume 
of  cases  quickly  lowers  the  cost  per  case.     In  addition,  the 
newer  technology  increases  patient  safety  while  reducing  the 
duration  of  surgery  and  eases  post-operative  recovery. 


Rapid  changes  in  medical  technology  such  as  lasers, 
anesthesiology  and  endoscopy  have  influenced  the  mix  of 
procedures  performed  at  surgery  centers.     Coupled  with  recent 
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legislative  changes  that  provide  Medicare  reimbursement  for  over 
2  00  procedures  and  1,600  surgical  codes,  the  volume  of  surgeries 
is  increasing.     For  example,  the  number  of  ophthalmological 
operations  increased  six-fold  in  the  past  two  years,  exceeding 
the  number  of  obstetrical  and  gynecological  operations.  This 
gr-ovrth  is  expected  to  continue  as  advances  in  technology  and 
legislative  changes  provide  surgery  centers  with  a  cost 
advantage. 


1 . 5      Mew  Developments 

Kew  developments  in  the  surgery  center  market  segment  should 
continue  to  fuel  increased  growth.     Technology,  legislative 
changes  and  increased  consumer  awareness  of  health  care  cost 
should  continue  to  influence  the  market  over  the  next  several 
years . 


Increased  usage  of  the  YAG,  argon  and  CO2  lasers  in  surgery  has 
allowed  formerly  inpatient  procedures  to  be  regularly  performed 
in  an  outpatient  setting.     For  example,  advances  in  uterine 
surgery  to  eliminate  invasive  hysterectomies  to  control 
dysfunctional  bleeding  could  allow  over  200,000  inpatient 
surgical  procedures  to  be  performed  on  an  outpatient  basis  each 
year.     Similar  advances  in  ophthalmology  are  eliminating  invasive 
procedures  to  treat  glaucoma  and  cataracts. 


On  the  state  level,  New  York  passed  legislation  allowing 
construction  of  freestanding  surgery  centers.     Over  30 
Certificates  of  Need  were  filed  by  April  30,   1986,   for  the 
establishment  of  surgery  centers.     Almost  half  of  these  centers 
opened  in  1987. 


Nationally,  the  Health  Care  Financing  Administration  (HCFA) 
approved  not  only  an  expanded  procedure  list,  but  also  an  18.7% 
increase  in  reimbursement  to  centers  for  Medicare  beneficiaries 
in  1987.     An  additional  17%  increase  is  currently  under 
discussion. 


Third-party  insurance  companies  are  following  the  federal  govern- 
ment's lead  by  requiring  the  use  of  outpatient  surgery  (either 
hospital  based  or  freestanding  facility)   for  more  procedures. 
Many  of  these  insurance  companies  are  using  financial  pressure 
(higher  percentage  reimbursement  for  outpatient  procedures)  to 
encourage  physicians  and  patients  to  utilize  outpatient  centers 
except  in  high  risk  situations. 
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Surgery  centers  expect  heightened  awareness  of  their  services  as 
patients,  in  conjunction  with  their  own  physicians,  make 
decisions  based  on  cost,  service  and  convenience  of  the  care.  As 
co-payments  and  deductibles  increase,  consumers  are  taking  a  more 
active  role  in  selecting  their  health  care  providers. 


The  net  effect  of  changes  in  outpatient  surgery  has  divided  the 
health  care  industry  into  a  hospital  market,  which  manages  high 
intensity  surgical  procedures,  and  an  alternate  care  market  which 
promotes  outpatient  surgical  procedures. 
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2.0       RESEARCH  METHODOLOGY 


2 . 1  Sources 

SMG  Marketing  Group  Inc.  has  developed  a  concise  file  of  existing 
Freestanding  Outpatient  Surgery  Centers  throughout  the  United 
States.  This  is  the  sixth  edition  of  the  Freestanding  Outpatient 
Surgery  Center  Directory. 


Surgery  centers  were  identified  by  SMG  through  three  principal 
sources  obtaining  names  and  locations  of  freestanding  surgery 
centers.     After  lead  lists  were  developed,  SMG  contacted  every 
facility  to  verify  its  existence,  location,  and  qualify  its  oper- 
ation as  a  freestanding  surgery  center.     The  sources  and  data  are 
outlined  below. 


The  initial  sources  of  leads  were  trade  associations  and  accredi- 
tation organizations.  These  included  the  Federated  Ambulatory  • 
Surgery  Association  (formerly  the  Freestanding  Ambulatory  Surgery 
Association)  and  the  Accreditation  Association  for  Ambulatory 
Health  Care.  The  names  and  addresses  of  these  organizations  are 
listed  in  Appendix  A. 


Licensing  and  certification  agencies  of  the  state  departments  of 
health  in  all  fifty  states  were  also  contacted.  These  agencies 
provided  timely  information  on  centtrs  that  have  been  licensed 
and  certified  and  those  that  have  received  certificate  of  need 
(CON)  approval  for  construction.     Since  most  states  do  not 
license  physician  offices,  the  licensing  information  was  helpful 
in  distinguishing  true  freestanding  surgery  centers  from 
physicians  who  perform  office-based  surgery. 


Multi-facility  corporations  owning  or  operating  more  than  one 
facility  were  contacted  and  interviewed  to  determine  future 
expansion  plans  in  the  freestanding  outpatient  surgery  center 
market.    These  companies  provide  up-to-date  ownership  information 
and  lists  of  centers  under  construction  and  development. 


2.2  Methodology 

The  primary  data  used  in  this  report  and  directory  was  obtained 
from  the  individual  freestanding,  outpatient  surgery  centers  in 
SMG's  annual  census  listing.     Surveys  were  mailed  to  all  surgery 
centers  identified  by  SMG  (refer  to  Appendix  C  for  a  sample  of 
the  survey) .     The  information  was  verified  by  phone  and  compared 
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to  infonnation  obtained  during  the  previous  year's  census,  if 
the  data  was  inconsistent  with  the  historical  data,  the  surgery 
center  was  contacted  to.  clarify  the  discrepancy. 


It  is  important  to  note  that  all  data  contained  in  this  report  is 
aggregate  and  represents  a  complete  census  of  the  freestanding 
outpatient  surgery  center  industry  at  the  time  of  publication. 
All  data  in  this  report  is  actual  (no  estimated  data)  based  on 
all  facilities  believed  to  be  in  existence. 


2.3      Limitations  of  the  Data 

The  information  contained  in  this  report  was  correct  at  the  time 
of  publication.     This  market  is  one  of  the  fastest  growing 
segments  of  the  alternative  delivery  systems,  with  many 
facilities  opening  each  month.     Even  though  SMG  has  attempted  to 
build  a  complete  list  of  these  facilities,  there  is  no  doubt  that 
changes  have  occurred  between  the  time  of  collection  and 
publication.     There  are  also  some  facilities  we  have  been  unable 
to  locate  and  some  that  have  opened  (or  closed)  since  completion 
of  this  study.     However,   facilities  under  development  or 
constiruction  are  included,  which  minimizes  the  problem  of 
accounting  for  newly  opened  facilities. 
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3.0       SURTEY  RSSULTS 


3.1      National  Data  . 

As  of  June,  1988,  SMG  Marketing  Group  located  and  verified  the 
existence  of  879  freestanding  outpatient  surgery  centers.  Of 
these,  853  were  operating  as  of  December  31,   1987  providing  the 
majority  of  the  data  presented  in  this  report.     An  additional  26 
were  under  development  or  construction. 


These  879  centers  have  a  total  of  2,414  surgical  suites  and  for 
the  calendar  year  1987,  performed  1,476,236  surgical  operations. 
A  summairy  of  national  data  for  1985,  1986  and  1987  is  provided  in 
Table  3A.     It  is  apparent  in  this  table  that  surgery  centers  are 
not  only  opening  at  a  rapid  rate,  but  are  experiencing  increased 
volume  as  well. 


TABLE  3A 

NATIONAL  SUMMARY 

1985 

1986 

Percent 

Change 

Percent 
1987  Change 

Number  of 
Freestanding  Outpatient 

Surgery    Centers  529  654        23.6%  879  34.4% 


Number  of  Centers  Open 

(as  of  December  31,  1987)  459  633        37.9%  853  34.8% 


Total  Operating 

Suites  1,610  1,930         19.9%  2,414  25.1% 


Total  Surgical 

Operations  783,864      1,100,240         40.4%   1,476,236  34.2% 


Source:      SMG  Marketing  Group  Inc.,  Chicago,  Illinois 
June  30,  1988 
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Chairman  Stark.  I  might  point  out  that  the  Ernst  &  Whinney 
report  was  paid  for  by  the  hospitals  and  thereby  its  objective  would 
be  somewhat  suspect,  at  least  in  the  Chair's  eyes.  Further,  I  would 
imagine  this  would  come  under  PhysPRC  which  would  recommend 
that  this  is  a  part  B  issue.  I  would  be  concerned  to  see  what  Phys 
PRC  would  say.  They  would  be  more  objective  on  this  matter. 

Third,  I  would  like  to  remind  the  panelists  that  there  is  an  ex- 
periment going  on  which  should  lead  to  legislation  which  would 
make  all  of  them  happy  and  we  would  not  have  to  argue  about 
this.  That  is  my  bill  concerning  uniform  reporting  by  all  hospitals. 

We  would  all  be  reporting  these  to  HCFA.  Everyone  is  testifying 
this  morning  saying  we  don't  have  the  data.  My  simple  solution  is 
to  get  the  hospitals  to  provide  us  with  that  data  and  then  we  would 
not  be  arguing  about  apples  and  oranges  but  we  would  be  able  to 
compare. 

I  am  going  to  ask  these  hospitals,  not  because  I  am  skeptical  but 
because  I  need  the  education,  to  send  me  their  operating  state- 
ments, including  information  from  other  procedures.  It  is  beyond 
the  Chair's  ability  to  believe  that  every  ASC_  in  the^country  is  con- 
stantly losing  money  on  the^  prospective  payment  fee  for  various 
cataract  procedures. 

This  is  like  the  American  Hospital  Association  telling  me  they 
are  all  going  to  go  broke  when  the  records  are  somewhere  between 
40  and  80  depending  on  whose  numbers  out  of  6,000  you  choose, 
hardly  a  catastrophe  in  this  country. 

So  in  the  absence  of  any  data,  the  $200  lens  issue  that  was  raised 
by  somebody's  testimony  is  all  that  the  inspector  general's  office 
did  to  fmd  those  people  getting  the  best  price  on  lenses  and  where 
the  doctors  were  not  taking  free  trips  to  the  Bahamas  on  these 
prices. 

The  same  lenses  can  be  bought  in  Canada  for  these  same  prices, 
so  I  am  suggesting  it  is  not  worth  a  darn  to  pay  $500  for  something 
you  can  buy  in  Canada  for  $200.  I  don't  always  agree  with  the  OIG 
or  GAO  or  any  of  the  others  but  they  are  generally  objective  and 
fair  and  I  would  certainly  say  should  be  far  more  objective  than  a 
consultant  hired  by  the  person  who  wants  to  get  us  to  pay  more 
money. 

It  is  my  understanding  that  the  administration  will  once  again 
recommend  lower  fees  or  less  than  the  base  line  increases  and  that 
they  are  going  to  once  again  suggest  that  cataract  surgery  is  an 
overpriced  procedure  so  that  we  will  be  faced  with  that  again. 

My  hope  is  that  we  will  be  as  generous  as  we  have  in  the  past 
and  certainly  more  generous  than  the  administration. 

What  is  the  ASC  payment  in  the  San  Diego,  CA,  area?  What  is 
the  prospective  payment  for  the  facility  currently? 

Dr.  McIntyre.  For  cataracts,  approximately  $607  at  the  moment. 
That  is  true  across  the  country. 

Chairman  Stark.  Is  there  a  range? 

Dr.  McIntyre.  There  is  a  small  geographic  range.  It  would  be 
within  6  or  8  percent  of  $600. 

Chairman  Stark.  The  physician's  payments,  what  are  the  ranges 
there? 

Dr.  McIntyre.  That  is  probably  in  the  range  of  $1,500. 
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Chairman  Stark.  So  you  are  getting  paid  a  little  more.  Blue 
Cross  and  Blue  Shield  tells  me  they  are  paying  $1,300  for  the  facili- 
ty and  $2,000  up.  So  you  are  extra  billing  to  make  up  the  differ- 
ence. 

Dr.  McIntyre.  San  Diego  appears  as  my  address  here.  That  is 
our  corporate  address.  I  am  in  the  Seattle  area. 
Chairman  Stark.  I  suspect  San  Diego  would  be  higher. 
Dr.  McIntyre.  It  probably  would  be. 

Chairman  Stark.  I  happen  to  think  that  there  is  no  reason  on 
God's  green  earth  to  reimburse  hospitals  on  recapturing  costs.  That 
is  a  license  to  mismanagement.  I  don't  say  that  in  a  critical  sense, 
but  once  you  start  reimbursing  people  for  costs  there  is  absolutely 
no  incentive  for  them  to  reduce  them. 

They  get  it  returned  to  them.  That  just  leads  to,  in  my  opinion, 
the  Government  paying  more  than  they  should.  The  one  thing  we 
seem  to  have  to  do  is  lower  costs.  The  ambulatory  centers  and 
indeed  the  hospitals,  I  guess,  should  march  to  that  tune. 

We  have  been  presented  with  a  lot  of  evidence  to  show  that  the 
hospitals  operating  a  similar  operation  of  outpatients  are  really  not 
entitled  to  more  based  on  the  service  they  provide.  Now  perhaps 
based  on  their  costs  but  to  me  that  is  not  what  we  should  be  paying 
on. 

It  would  be  a  lot  easier  and  people  would  be  treated  more  fairly 
if  we  had  actual  figures.  How  many  of  these  ambulatory  surgery 
centers  are  in  the  country? 

Dr.  Henley.  About  1,000. 

Chairman  Stark.  That  is  a  small  amount,  I  could  put  that  in  my 
Apple  II  computer  and  we  could  punch  them  out  and  see  what  is 
fair  and  what  is  not  fair.  Then  we  would  be  a  lot  less  contentious 
in  how  we  pay.  What  I  think  the  Government  pays,  if  in  any  one  of 
your  communities  there  is  a  center  providing  the  facilities  in  which 
the  surgeons  can  operate  and  it  is  markedly  lower,  we  ought  to 
look  to  that  as  the  arena  in  which  Medicare  should  pay  for  its  serv- 
ices. 

Some  people  may  very  well  do  it  below  cost  for  the  center.  If  that 
is  the  surgeon's  choice  because  they  are  willing  to  swallow  some  of 
it  under  surgeons  fees,  that  is  fine  too.  That  is  in  the  best  bidding 
practices  of  free  enterprise. 

Dr.  Henley.  We  would  be  willing  to  work  with  the  subcommittee 
and  HCFA  to  develop  a  method  for  doing  this.  We  have  been  talk- 
ing about  this  for  years.  In  the  facility  that  I  am  the  medical  direc- 
tor in  and  in  the  facilities  my  organization  represents,  the  sur- 
geon's fee  has  nothing  to  do  with  the  facilities.  It  is  an  independent 
fee  just  as  it  is  in  the  hospital.  We  have  to  be  careful  in  thinking 
about  cross  subsidization. 

Chairman  Stark.  Who  owns  your  facility? 

Dr.  Henley.  Thirty-five  physicians. 

Chairman  Stark.  If  they  own  it,  they  sure  have  the  profits  and 
losses.  This  is  not  the  Little  Sisters  of  the  Poor  out  there. 

Dr.  Henley.  We  are  not  like  a  specialty  office  where  all  the 
books  are  intermingled.  That  is  one  of  the  problems  HCFA  found 
in  some  centers.  In  North  Carolina  and  other  States  there  are  CON 
facilities  that  have  been  shown  to  meet  a  need  and  are  licensed 
and  such. 
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Chairman  Stark.  We  thank  the  panel  for  their  help.  We  will  be 
discussing  this  more,  I  am  sure,  in  the  coming  months  as  we  see 
what  the  administration  has  in  store  for  us  to  balance  the  budget, 
in  which,  I  suspect,  you  will  all  be  participants. 

Our  next  panel  is  comprised  of  Ms.  Kerry  Kemp,  Study  Director 
of  the  Office  of  Technology  Assessment,  accompanied  by  Roger 
Herdman  and  Clyde  Behney.  The  other  panelist  is  Michael  Man- 
gano.  Assistant  Inspector  General  for  Analysis  and  Inspections,  the 
U.S.  Department  of  Health  and  Human  Services. 

We  have  your  prepared  testimony  and  would  like  you  to  proceed 
in  the  order  I  called. 

STATEMENT  OF  KERRY  B.  KEMP,  STUDY  DIRECTOR,  OFFICE  OF 
TECHNOLOGY  ASSESSMENT,  ACCOMPANIED  BY  ROGER  HERD- 
MAN,  M.D.,  ASSISTANT  DIRECTOR,  HEALTH  AND  LIFE  SCIENCES 
DIVISION 

Ms.  Kemp.  Thank  you,  Mr.  Chairman. 

My  name  is  Kerry  Kemp  and  I  am  pleased  to  be  here  today  to 
present  testimony  for  the  Office  of  Technology  Assessment.  Accom- 
panying me  is  Dr.  Roger  Herdman,  Assistant  Director  of  OTA  and 
the  head  of  OTA's  Health  and  Life  Sciences  Division.  Our  testimo- 
ny today  is  based  largely  on  the  OTA  staff  paper  entitled  ''Appro- 
priate Care  for  Cataract  Surgery  Patients  Before  and  After  Sur- 
gery." That  staff  paper  was  prepared  at  the  request  of  your  sub- 
committee. 

In  the  past  decade  or  so,  many  changes  have  occurred  that  affect 
the  care  of  cataract  surgery  patients — the  increasing  use  of  ambu- 
latory surgical  settings,  changes  in  State  optometric  licensure  laws, 
and  changes  in  Medicare  reimbursement.  It  is  in  the  context  of 
these  changes  that  your  subcommittee  asked  OTA  to  examine  the 
safety  and  medical  appropriateness  of  an  expanded  role  for  optom- 
etrists in  the  preoperative  and  postoperative  care  of  cataract  sur- 
gery patients. 

Preoperative  care  is  the  process  of  patient  management  before 
surgery  that,  among  other  things,  involves  evaluating  the  patient's 
need  and  fitness  for  surgery.  Postoperative  care  is  the  process  of 
patient  management  following  surgery  that  is  aimed  at  ensuring 
the  best  possible  surgical  outcome.  The  postoperative  management 
of  a  cataract  surgery  patient  who  develops  complications  involves 
making  repeated  observations  and  often  difficult  judgments  about 
whether  and  when  to  use  a  wide  assortment  of  diagnostic  tests  and 
medical  and/ or  surgical  procedures. 

Cataract  surgery  today  is  one  of  the  safest  and  most  successful 
types  of  surgery  there  is.  Nevertheless,  some  patients  do  experience 
postoperative  complications— and  some  of  them— for  example, 
intraocular  infection,  detached  retina,  or  wound  rupture— can 
cause  blindness  if  they  are  not  properly  managed  with  medications 
such  as  antibiotics  or  steroids,  or  in  some  cases,  additional  eye  sur- 
gery. Systemic  complications  following  cataract  surgery  are  rare, 
but  do  occasionally  arise,  especially  in  patients  with  diabetes  or  hy- 
pertension. 

This  table  shows  a  typical  course  of  visits  for  a  cataract  surgery 
patient  under  the  traditional  model  of  care.  The  services  tradition- 
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ally  provided  by  the  patient's  eye  surgeon  are:  a  preoperative  eval- 
uation, cataract  surgery,  and  postoperative  care  until  the  patient's 
surgical  wound  is  healed. 

The  services  most  commonly  provided  by  an  optometrist  under 
the  traditional  model  are  a  diagnostic  screen  to  detect  cataract  and 
a  visit  for  refraction  roughly  six  to  12  weeks  after  surgery. 

In  the  past  few  years,  some  optometrists  have  been  billing  medi- 
care and  receiving  payment  for  services  to  cataract  patients  that 
have  traditionally  been  provided  by  a  patient's  eye  surgeon — in 
particular  for  postoperative  services.  Under  the  Social  Security 
Act,  medicare  is  authorized  to  reimburse  optometrists  directly  only 
for  services  that  are  within  scope  of  their  State  optometric  license. 

Your  subcommittee  asked  OTA  to  consider,  first,  whether  cur- 
rent State  licensure  laws  give  optometrists  the  prerogative  to  offer 
postoperative  care  to  cataract  surgery  patients,  and  second,  wheth- 
er optometrists  are  sufficiently  trained  to  deliver  such  postopera- 
tive care. 

OTA  found  that  few,  if  any.  State  optometric  licensure  laws  ex- 
plicitly allow  or  prohibit  such  postoperative  care;  thence,  many  of 
the  State  laws  may  be  subject  to  varying  interpetations. 

With  respect  to  your  question  about  the  safety  and  medical  ap- 
propriateness of  having  optometrists  deliver  care,  OTA  concluded 
that  a  preoperative  evaluation  to  assess  a  cataract  patient's  need 
and  fitness  for  cataract  surgery  must  be  done  by  the  patient's  eye 
surgeon.  The  preoperative  evaluation  should  take  into  account  not 
only  the  stage  of  the  cataract,  but  the  health  of  the  patient's  eyes 
and  any  heart  or  systemic  health  problems  that  could  affect  the 
risks  and  benefits  of  surgery. 

Arrangements  for  the  postoperative  care  of  cataract  surgery  pa- 
tients seem  to  have  been  evolving,  and  there  have  been  no  scientif- 
ic studies  of  how  quality  is  affected  when  optometrists  provide 
some  or  all  of  such  patients'  postoperative  care. 

Chairman  Stark.  Could  I  interrupt?  I  have  here  an  advertise- 
ment from  an  Indiana  ophthalmologist.  "The  Office  of  Technology 
Assessment  prepared  a  1988  staff  paper  concluding  that  foUowup 
care  after  surgery  is  far  more  risky  if  done  by  an  optometrist 
rather  than  an  ophthalmologist." 

Ms.  Kemp.  That  is  not  really  what  we  concluded,  no. 

Chairman  Stark.  Thank  you. 

Ms.  Kemp.  OTA  concluded  that  in  the  absence  of  scientific  infor- 
mation, allowing  optometrists  an  expanded  role  in  postoperative 
care  runs  a  possible  risk  of  reducing  the  quality  of  care  that  cata- 
ract surgery  patients  receive. 

[The  statement  of  Kerry  Kemp  follows:] 
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TESTIMONY  OF  KERRY  B.  KEMP 
OFFICE  OF  TECHNOLOGY  ASSESSMENT  . 

Care  for  Cataract  Surgery  Patients  Before  and  After  Surgery 

Thank  you,  Mr.  Chairman.  My  name  is  Kerry  Kemp,  and  I  am  pleased  to  be  here  today  to 
present  testimony  for  the  Office  of  Technology  Assessment  (OTA).  Accompanying  me  is  Dr. 
Roger  Herdman,  Assistant  Director  of  OTA  and  the  head  of  OTA's  Health  and  Life  Sciences 
Division.  Our  testimony  today  is  based  largely  on  the  OTA  staff  paper  entitled  "Appropriate 
Care  for  Cataract  Surgery  Patients  Before  and  After  Surgery."  That  staff  paper  was  prepared  at 
the  request  of  your  Subcommittee. 

In  the  past  decade  or  so,  many  changes  have  occurred  that  affect  the  care  of  cataract  surgery 
patients--advances  in  surgical  techniques,  innovations  in  intraocular  lenses  (lOLs),  movement 
from  inpatient  to  ambulatory  surgical  settings,  changes  in  State  optometric  licensure  laws,  the 
development  of  new  practice  arrangements  between  optometrists  and  ophthalmologists,  and 
changes  in  Federal  laws  and  regulations  governing  payment  under  Medicare.  It  is  in  the  context 
of  these  changes  that  your  Subcommittee  asked  OTA  to  examine  the  safety  and  medical 
appropriateness  of  an  expanded  role  for  optometrists  in  the  preoperative  and  postoperative  care 
of  cataract  surgery  patients. 

Preoperative  care  is  the  process  of  evaluating  a  patient  before  surgery  to  assess  the  patient's 
need  and  fitness  for  surgery.  Among  other  things,  it  involves  diagnosing  the  patient's  cataract, 
assessing  the  overall  health  of  the  patient's  eye,  and  evaluating  aspects  of  the  patient's  general 
health  that  may  affect  judgments  regarding  surgery  and  postoperative  management. 
Postoperative  care  is  the  process  of  patient  management  following  surgery;  it  is  aimed  at 
ensuring  the  best  possible  surgical  outcome.  The  postoperative  management  of  a  cataract 
surgery  patient- -especially  a  patient  who  develops  complications — is  a  process  requiring 
repeated  observations  and  often  difficult  judgments  aoout  whether  and  when  to  use  a  wide 
assortment  of  diagnostic  tests  and  medical  and/or  surgical  procedures  (Jaffe,  1984). 

Cataract  surgery  is  now  one  of  the  safest  and  most  successful  types  of  surgery,  with  about  95 
percent  of  patients  who  undergo  it  experiencing  improved  vision  (Allen  and  Hui-rong,  1987; 
Ruther  and  Black,  1987;  Stark  et  al.,  1983;  U.S.  DHHS,  PHS,  NIH,  1987).  Nevertheless,  some 
cataract  surgery  patients  do  experience  postoperative  complications--and  with  more  than  a 
million  cataract  surgery  procedures  being  performed  each  year  (Sanders,  1987)^,  even  a  small 
percentage  of  complications  affects  thousands  or  tens  of  thousands  of  elderly  patients.  The  most 
common  postoperative  complication--aftercataracts--may  occur  in  as  many  as  20  to  40  percent 
of  cataract  surgery  patients  (Allen  and  Hui-rong,  1987;  Safir,  1983).  This  complication  is 
benign  and  is  easily  treated  using  a  noninvasive  technique  at  the  convenience  of  the  patient 
(Myers,  1988).  Other  less  common  postoperative  complications  are  very  serious  and  can  destroy 
an  eye  if  not  properly  managed  with  medications  such  as  antibiotics  or  steroids  or,  in  some 
cases,  additional  eye  surgery  (Jaffe,  1984).  One  such  complication,  detachment  of  the  retina, 
occurs  in  an  estimated  7  to  35  cataract  surgery  patients  per  1,000  (Allen  and  Hui-rong,  1987; 
Stark  et  al.,  1983).  Another  potentially  blinding  complication,  the  often  painless  intraocular 
infection  known  as  endophthalmitis,  occurs  in  fewer  than  6  cataract  surgery  patients  per  1,000 
(Allen  and  Hui-rong,  1987)  and  has  to  be  treated  within  hours.  Endocrinologic  or  other 
systemic  complications  following  cataract  surgery  are  rare,  but  do  occasionally  arise,  especially 
in  patients  with  diabetes  or  hypertension. 

Traditional  Model  of  Care  for  Cataract  Surgery  Patients 

Twenty  years  ago,  a  cataract  surgery  patient  underwent  surgery  in  the  hospital  and  usually 
stayed  there  about  a  week  (Renter  and  O'Sullivan,  1987).  Currently,  however,  about  96  percent 
of  cataract  surgery  paid  for  by  Medicare  is  performed  in  outpatient  settings  such  as  hospital 
outpatient  departments,  ambulatory  surgery  centers,  or  physicians'  offices  (Ahern,  1988).  The 
trend  toward  outpatient  cataract  surgery  for  Medicare  patients  has  been  encouraged  both  by 
advances  in  surgical  and  other  technologies  (Safir,  1983)  and  by  changes  in  Medicare 
reimbursement  policy. 

Table  1  shows  a  typical  course  of  visits  for  a  cataract  surgery  patient  under  the  traditional 
model  of  care.  The  services  traditionally  provided  by  the  patient's  eye  surgeon--typically  an 
ophthalmologist'--are  1)  a  preoperative  evaluation  to  assess  the  patient's  need  and  fitness  for 
surgery,  2)  surgery  to  remove  the  patient's  natural  lens  and  possibly  implant  an  lOL,  and  3) 
postoperative  care  until  the  patient's  surgical  wound  is  healed.  The  services  most  commonly 
provided  by  an  optometrist  under  the  traditional  model  are  a  diagnostic  screen  to  detect  a 
patient's  cataract  and  a  visit  for  refraction  once  the  patient  has  stabilized  sufficiently  to  warrant 
prescribing  eyeglasses  or  contact  lenses. 


1  Cataract  surgery  is  the  procedure  most  frequently  performed  on  the  Medicare  population  in 
the  United  States  today.  In  1988,  an  estimated  1.3  million  Americans  were  expected  to  undergo 
cataract  surgery  (Mitchell,  1988). 

2  Cataract  surgery  is  typically  provided  only  by  specialists  in  ophthalmology.  Any  doctor  of 
medicine  or  osteopathy  is  authorized  to  perform  surgery  and  related  services,  however,  and  can 
be  reimbursed  by  Medicare  for  any  covered  services  provided. 
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TABLE  1. — Typical  Course  of  Visits  for  a  Cataract  Surgery  Patient 
Under  the  Traditional  Model  of  Care 


Initial  diagnostic  screen* 
PreoiiCrative  Surgical  Evaluation 

Cataract  Surgery 

Postoperative  Vlslte 

1  day  postop 

3-5  days  postop 

2-3  weeks  (14-21  days)  postop 

6  weeks  (42  days)  postop 

6-12  weeks  (42-94  days)  postop* 


Purpose/concerns 


To  detect  cataract 


To  assess  need  and  fitness 
for  cataract  surgery 


To  optimize  surgical 
outcome 


Inflammation 
Infection 

Secondary  glaucoma 

Bleeding 

Wound  leaks 

Infection 

Secondary  glaucoma 

Bleeding 

Wound  leaks 


Procedures  used 


Diagnostic  procedures  to 
detect  cataract,  evaluate  eye 
health 

Diagnostic  procedures  to 
diagnose  cataract,  evaluate  eye 
health;  gather  information 
about  systemic  health 


Diagnostic  and  therapeutic 
procedures  (e.g.,  prescribe  or 
administer  drugs,  perform 
surgery) 


Delayed  infection 
Retinal  disease 
Suture-induced 
astigmatism 

Suture-induced 
astigmatism 


Final  refraction 


Examination  services  to 
prescribe  prosthetic 
eyeglasses/contact  lenses 


To  remove  the  cataractous  Surgery 
natural  lens  (&  sometimes 
implant  an  lOL) 


*Under  the  traditional  model  of  care,  the  visits  for  the  initial  diagnostic  screen  and  for 
refraction  following  cataract  surgery  may  be  provided  either  by  an  optometrist  or  by  the 
patient's  eye  surgeon,  typically  an  ophthalmologist.  All  of  the  other  visits  are  traditionally 
provided  by  the  patient's  eye  surgeon. 

SOURCE:  Office  of  Technology  Assessment,  1988,  based  on  American  Optometric 

Association,  August  1988;  Jaffe,  1984;  Stokes,  Aug.  9,  1988;  and  Wong,  1988. 


The  division  of  responsibilities  in  the  traditional  model  of  preoperative  and  postoperative  care 
for  cataract  surgery  patients,  I  might  mention,  accords  with  the  principles  of  the  American 
College  of  Surgeons  (ACS).  According  to  ACS:  "The  responsibility  of  a  surgeon  includes 
preoperative  diagnosis  and  care,  the  selection  and  performance  of  the  operation,  and 
postoperative  surgical  care"  (Amer.  College  of  Surgeons,  1985).  Part  of  the  rationale  for  the 
traditional  model  is  to  ensure  continuity  of  care,  the  assumption  being  that  continuity  enhances 
quality. 

Challenge  to  the  Traditional  Model  of  Care 

In  the  past  few  years,  some  optometrists  and  ophthalmologists  have  challenged  the  traditional 
model  of  perioperative  care  for  cataract  surgery  patients.  With  changes  in  State  licensure  laws 
expanding  the  scope  of  optometric  practice,  changes  in  Medicare  coverage  and  reimbursement 
policies,  and  changes  to  more  accessible  outpatient  sites  or  very  brief  inpatient  stays,  some 
optometrists  have  been  providing  postoperative  services  to  cataract  surgery  patients  that  have 
traditionally  been  provided  by  a  patient's  eye  surgeon.  In  addition,  they  have  been  billing 
Medicare  and  receiving  payment  for  postoperative  care. 
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Under  the  Social  Security  Act,  Medicare  is  authorized  to  reimburse  optometrists  only  for  those 
services  that  are  a)  covered  by  Medicare,^  and  b)  within  the  scope  of  their  State  optometric 
license.  Your  Subcommittee  asked  OTA  to  consider,  first,  whether  under  current  State 
licensure  guidelines,  optometrists  are  actually  given  the  prerogative  to  offer  DostoneratlYe  care 
to  cataract  surgerv  patients,  and  second,  whether  the  training  and  qualifications  for  the 
practice  of  optometry  sufficiently  prepare  optometrists  to  deliver  such  care. 

State  Optometric  Licensure  Laws  and  Medicare  Reimbursement 

Optometrists  in  some  States  apparently  began  billing  Medicare  and  receiving  reimbursement  for 
postoperative  services  provided  to  cataract  surgery  patients  following  some  changes  in  Medicare 
reimbursement  policies  (Marsalek,  1988). 

o  One  was  a  1980  amendment  to  the  Social  Security  Act  to  allow  Medicare  to  directly 
reimburse  optometrists  for  covered  services  related  to  aphakia  (that  is,  the  absence  of 
the  organic  lens  of  the  eye)  (Section  937,  Omnibus  Budget  Reconciliation  Act  of 
1980,  Public  Law  96-499).'' 
0  Other  changes  were  a  1986  amendment  to  the  Social  Security  Act  to  allow  Medicare 
to  directly  reimburse  optometrists  for  all  covered  services  within  the  scope  of  their 
State  optometric  license  (Section  9336,  Omnibus  Budget  Reconciliation  Act  of  1986, 
Public  Law  99-509)  and  the  issuance  by  the  Health  Care  Financing  Administration 
(HCFA)  of  instructions  to  Medicare  carriers  to  clarify  how  Medicare  would  pay  for 
surgical  care  when  postoperative  or  other  services  related  to  surgery  were  provided  by 
someone  other  than  the  attending  surgeon  (U.S.  DHHS,  HCFA,  March  1986;  April 
1987a;  April  1987b;  August  1987). 

Just  how  widespread  the  practice  of  having  optometrists  provide  some  or  all  of  a  cataract 
surgery  patient's  postoperative  care  is,  or  what  the  nature  of  existing  arrangements  between 
optometrists  and  ophthalmologists  is,  is  not  precisely  known,  although  an  effort  to  begin 
answering  these  and  other  questions  has  been  made  in  a  preliminary  survey  of 
optometry/ophthalmology  referral  arrangements  by  the  Office  of  the  Inspector  General  (OIG)  of 
the  U.S.  Department  of  Health  and  Human  Services  (Mitchell,  1988;  U.S.  DHHS,  OIG,  1988).^ 

OTA  found  that  few,  if  any.  State  optometric  licensure  laws  explicitly  allow  or  disallow  the 
provision  of  postoperative  care  to  cataract  surgery  patients  by  optometrists.^  In  the  past  15 
years  or  so,  many  States  have  expanded  the  allowed  scope  of  optometric  practice  (Mays,  July  8, 
1988;  Myers,  1988).  Most  (and  perhaps  all)  States  now  permit  optometrists  to  use  certain  drugs 
under  certain  conditions  to  diagnose  eye  disease,  and  23  States  permit  optometrists  to  use  certain 
drugs  under  certain  conditions  to  treat  selected  eye  problems  (Mays,  Feb.  26,  1988;  July  8, 
1988).  No  State  law,  however,  authorizes  optometrists  to  provide  the  full  range  of  medical  and 
surgical  procedures  that  might  be  needed  to  care  for  a  cataract  surgery  patient  who  develops 
postoperative  complications  (Stokes,  Aug.  9,  1988). 


3  Some  services,  including  routine  eye  examinations  and  the  fitting  of  glasses  or  contact  lenses 
for  people  who  have  not  had  their  eye's  natural  lens  removed,  are  specifically  excluded  from 
Medicare  coverage,  regardless  of  who  provides  them  and  regardless  of  whether  they  are 
authorized  by  a  State. 

4  From  1980  to  1986,  it  appears  that  few  optometrists  billed  Medicare  directly  for  postoperative 
services  to  cataract  surgery  patients,  but  it  was  not  uncommon  in  some  areas  for  an 
ophthalmologist  who  used  an  optometrist's  services  to  pay  the  optometrist  out  of  his  or  her 
global  fee  for  cataract  surgery  (Mitchell,  1988).  In  a  case  in  North  Carolina,  an  ophthalmologist 
billed  the  Medicare  carrier  (Prudential)  a  global  fee  for  cataract  surgery  and  then  paid  the 
optometrist  who  provided  postoperative  services  out  of  pocket  (Marsalek,  1988).  The  Office  of 
the  Inspector  General  did  not  approve  of  this  arrangement,  and  on  January  13,  1986,  the  carrier 
issued  instructions  calling  for  separate  billing  and  procedure  codes  by  the  eye  surgeon  and  the 
optometrist  who  provided  routine  post-cataract-surgery  care  (the  surgeon  was  to  use  the 
modifier  "-54"  with  the  appropriate  surgical  procedure  code  to  show  that  the  bill  was  for  the 
surgery  only,  and  the  optometrist  was  to  use  the  new  procedure  code  W9245)  (Prudential 
Insurance  Co,  1986).  Subsequently,  some  optometrists  began  billing  Medicare  directly  for  some 
postoperative  services  related  to  cataract  surgery  (Marsalek,  1988). 

5  The  Office  of  the  Inspector  General's  (OIG)  preliminary  survey  involved:  a  review  of  1,000 
Medicare  payment  claims  from  eight  randomly  selected  Medicare  carriers;  interviews  with  58 
ophthalmologists  (half  from  the  highest  paid  and  half  from  the  mid-range  of  payments)  whose 
names  were  provided  by  those  carriers;  interviews  with  28  optometrists  who  had  provided 
postoperative  care  and  whose  names  were  provided  by  the  ophthalmologists;  4)  interviews  with 
49  cataract  surgery  patients  whose  names  were  provided  by  the  ophthalmologists;  and  interviews 
with  peer  review  organizations  (PROs)  and  the  State  Board  of  Optometry  in  each  of  the  sampled 
States  to  solicit  their  opinions  regarding  the  extent  of  optometric  involvement  in  postoperative 
care  and  its  effects  on  quality  of  care  (Mitchell,  1988;  U.S.  DHHS,  OIG,  1988). 

6  The  Colorado  statute  may  be  an  exception.  According  to  the  American  Academy  of 
Ophthalmology,  the  Colorado  law  grants  permission  to  optometrists  to  perform  postoperative 
care.  However,  the  permission  to  be  involved  is  expressly  laid  out  by  the  law:  "prohibiting 
postoperative  care  management  without  referral  from  an  ophthalmologist  within  90  days  of 
surgery.  A  physician  (ophthalmologist)  may  extend  the  postoperative  period  (beyond  90  days) 
when  necessary.  Optometrists  who  provide  postoperative  care  management  will  be  held  to  the 
same  legal  standard  as  ophthalmologists"  (Stokes,  Oct.  4,  1988). 
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Whether  a  given  State  optometric  licensure  law  does  or  does  not  allow  optometrists  to  provide 
postoperative  care  to  cataract  surgery  patients  is  often  a  matter  of  interpretation.  Some  would 
argue  that  State  laws  that  allow  optometrists  to  provide  some  of  the  services  that  might  be  used 
in  the  care  of  cataract  surgery  patients  do  authorize  optometrists  to  provide  postoperative  care, 
so  long  as  that  care  is  confined  to  the  provision  of  those  services.  Others  would  argue,  with 
respect  to  the  same  laws,  however,  that  because  they  do  not  expressly  authorize  optometric 
involvement  in  postoperative  care  or  allow  optometrists  to  provide  the  full  range  of  procedures 
that  might  be  needed  to  manage  all  potential  postoperative  complications,  the  laws  do  not 
authorize  optometrists  to  provide  postoperative  care  for  cataract  surgery  patients.  Statutes 
related  to  the  practice  of  optometry,  at  least  in  the  past,  have  been  construed  both  strictly  and 
broadly  by  the  courts  and  State  attorneys  general  (U.S.  DHEW,  1976).^  OTA  does  not  know 
whether  most  Medicare  carriers  making  reimbursement  determinations  have  tended  to  interpret 
the  statutes  strictly  or  broadly. 

The  Appropriateness  of  Having  Optometrists  Provide  Postop  Care 

With  respect  to  the  question  of  the  safety  and  medical  appropriateness  of  having  optometrists 
deliver  preoperative  and  postoperative  services  related  to  cataract  surgery,  OTA  concluded  that 
a  preoDerative  evalnation  to  assess  a  cataract  patient's  fitness  for  cataract  surgery  must  be  done 
by  the  ophthalmologist  who  is  to  perform  the  sureerv.  The  preoperative  evaluation  should  take 
into  account  not  only  the  state  of  the  cataract  and  general  health  of  the  patient's  eye  but  any 
systemic  problems  the  patient  has  that  could  affect  the  risks  and  benefits  of  surgery. 

There  have  been  no  scientific  studies  of  patient  outcomes  when  optometrists  provide  some  or  ali 
of  a  cataract  surgery  patient's  postoperative  care.  It  is  important  to  note,  however,  that  a 
greatly  expanded  role  for  optometrists  in  the  provision  of  postoperative  care  for  cataract 
surgery  patients--especially  if  the  care  is  provided  at  sites  that  are  geographically  separate 
frpm  the  patlynfs  pphthalmplogist— wpuld  represent  a  significant  departure  frpm  th^ 
traditional  mpdel  of  care. 

OTA  identified  three  potential  risks  that  conceivably  might  be  associated  with  having 
pptometrijtj  prpvij^  postpperative  care  to  cataract  surgery  patients.^ 

1.  Reduced  continuity  of  care. --One  potential  risk  is  that  when  a  person  other  than  the 
attending  surgeon  provides  postoperative  care,  continuity  of  care  may  be  diminished. 
The  patient's  eye  surgeon  is  more  likely  than  anyone  else  to  be  aware  of  specific 
aspects  of  the  patient's  surgery  that  may  affect  the  patient's  postoperative  course.  If 
an  optometrist  or  other  caregiver  who  is  not  familiar  with  a  particular  patient's 
surgery  provides  postoperative  care,  continuity  of  care  and  the  resulting  quality  of 
care  may  be  adversely  affected. 

2.  Reduced  consistency  of  care.--A  second  potential  risk  is  that  when  a  nonphysician 
caregiver  such  as  an  optometrist  provides  postoperative  care,  consistency  of  care  may 
be  diminished.  What  is  significant  about  each  postoperative  examination  following 
cataract  surgery  is  not  simply  what  is  examined  or  what  diagnostic  procedures  are 
used  but  what  judgments  and  adjustments  in  patient  management  are  made  at  the 
time  of  the  exam.  Optometric  training  may  not  give  optometrists  sufficient  clinical 
exposure  to  the  postoperative  management  of  cataract  surgery  patients,  especially 
those  with  pre-existing  eye  disease,  to  enable  them  to  make  physical  exams  consistent 
with  those  of  the  patient's  eye  surgeon  or  to  fit  their  exams  into  a  regimen  of 
postoperative  patient  management.  Consistency  of  care  can  occur  only  if  all  the 
caregivers  who  are  evaluating  a  patient  after  surgery  have  had  appropriate  training, 
including  an  adequate  amount  of  supervised  clinical  exposure  to  the  types  of  patients 
who  are  to  be  assessed  and  to  the  possible  complications  that  may  arise.  OTA 
reviewed  training  requirements  for  ophthalmologists  and  optometrists  at  accredited 
institutions  and  found  that  the  training  of  ophthalmologists  and  optometrists  differs 
quantitatively,  and  perhaps  qualitatively,  in  at  least  three  areas  of  potential 
significance  to  their  ability  to  care  for  cataract  surgery  patients  before  and  after 
surgery  (see  table  2): 

(a)  One  area  in  which  the  training  of  ophthalmologists  and  optometrists  differs  is 
clinical  training  in  the  diagnosis  and  treatment  of  patients  with  various  medical 
conditions.  Pre-existing  diseases  such  as  diabetes  and  hypertension  are  fairly 


7  In  North  Carolina,  the  Board  of  Medical  Examiners  requested  a  ruling  from  the  State's 
Attorney  General  on  the  question  of  whether  postoperative  care  of  cataract  surgery  by  a 
licensed  optometrist  constituted  the  unauthorized  practice  of  medicine.  The  opinion  rendered 
by  the  North  Carolina  Attorney  General  was  that  the  provision  of  postcataract  followup  care  by 
optometrists  was  within  the  scope  of  optometric  practice  under  the  laws  of  North  Carolina:  "The 
procedures  identified  herein  as  components  of  postoperative  care  of  cataract  surgery  patients  fall 
within  the  definition  of  optometry  when  done  by  a  licensed  optometrist  and  do  not  constitute 
the  unauthorized  practice  of  medicine  when  there  are  no  complications  as  a  result  of  the 
surgery"  (emphasis  added)  (Voipe,  Boskey  &  Lyons,  1988). 

8  Although  some  of  the  same  concerns  might  arise  in  situations  in  which  a  physician  other  than 
an  ophthalmologist  provides  postoperative  care  to  a  cataract  surgery  patient,  OTA  confined  its 
analysis  to  situations  involving  the  provision  of  postoperative  care  by  optometrists. 
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common  in  candidates  for  cataract  surgery,  and  such  diseases  can  affect 
judgments  not  only  about  a  patient's  preoperative  management  and  surgery  but 
about  the  appropriate  postoperative  management  of  complications  requiring 
antibiotics  or  other  drugs  with  systemic  effects.  They  may  also  affect  decisions 
about  the  need  to  involve  an  internist  or  other  physician  in  a  patient's  care. 
Ophthalmologists  are  licensed  physicians  who  get  3  years  of  clinical  training  (2 
years  of  medical  school  and  a  1-year  hospital  internship)  in  the  diagnosis  and 
treatment  of  a  range  of  medical  conditions  (AMA,  1987;  Assoc.  of  Amer.  Med. 
Colleges,  1987).  At  no  point  in  their  training  do  optometrists  receive  comparable 
clinical  training  in  the  diagnosis  and  treatment  of  patients  with  a  variety  of 
medical  conditions. 

TABLE  2. --Amount  of  Clinical  Training  Received  by  Optometrists  and  Ophthalmologists 
Trained  at  Accredited  Institutions 


Area  of  clinical  training 

Diagnosis  and  treatment  of 
patients  with  a  variety  of  medical 
problems 


Management  of  patients  with  eye 
disease 


Management  of  patients 
undergoing  eye  surgery 


Optometrists^ 
None 


Amount  varies  at  accredited 
optometry  programs— no 
minimum  for  accreditation 
(Council  on  Opt.  Educ, 
1983/1984). 

At  the  Pennsylvania  College  of 
Optometry,  students  see  1,200 
patients,  at  least  some  of  whom 
have  eye  disease  (Penn.  Coll.  of 
Opt.,  1988). 

Amount  varies  at  accredited 
optometry  programs— no 
minimum  for  accreditation 
(Council  on  Opt.  Educ, 
1983/1984). 

At  the  Pennsylvania  College  of 
Optometry,  students  follow  the 
preop  and  postop  care  of  8  to  60 
eye  surgery  patients  (Lewis, 
1988). 


Ophthalmologists'' 

2  years  of  clinical  rotations  in 
medical  school  (avg.  approx. 
3,200  hours)  and  1  year  as  a 
hospital-based  intern  (avg. 
approx.  4,000  hours) 
(AMA,  1987;  AAMC,  1987). 

3  years  during  ophthalmology 
residency.  Must  have  at  least 
3,000  outpatient  visits  distributed 
through  a  broad  range  of  eye 
diseases,  with  major  management 
responsibility  in  at  least  2,000 
visits  (AMA,  1987). 

At  Wills  Eye  Hospital,  a  resident 
manages  about  15,000  patients 
with  eye  disease  (Jeffers,  1988). 

As  a  resident,  must  perform  and 
assist  at  ophthalmic  surgery  of 
various  types  (including  at  least 
25  cataract  surgeries)  and  manage 
patients'  postoperative  care 
(AMA,  1987). 

At  Wills,  a  resident  is  the  primary 
surgeon  and  provides  followup  to 
350  to  440  eye  surgery  patients, 
including  90  to  95  cataract 
surgery  patients  (Jeffers,  1988). 


M)ptometric  degree  programs  are  accredited  by  the  American  Optometric  Association's  Council  on 
Optometric  Education. 

''Medical  schools  are  accredited  by  the  Committee  on  Medical  Education,  and  voluntary  standards  for 
graduate  medical  education  and  residency  programs  are  set  by  the  Accreditation  Council  for  Graduate 
Medical  Education. 


SOURCE:  Office  of  Technology  Assessment,  1989,  based  on  American  Medical  Association,  1987; 

Association  of  American  Medical  Colleges,  1987;  Council  on  Optometric  Education,  1983/1984; 
Jeffers,  1988;  Lewis,  1988;  and  Pennsylvania  College  of  Optometry,  1988. 


(b)  A  second  area  in  which  the  training  of  ophthalmologists  and  optometrists 
differs  is  in  clinical  training  in  the  management  of  patients  with  eve  disease. 
Pre-existing  eye  conditions  such  as  glaucoma  or  detached  retinas  exist  in  a 
number  of  patients  who  undergo  cataract  surgery  and,  like  pre-existing 
systemic  conditions,  can  affect  judgments  about  a  patient's  postoperative 
management.  Following  medical  licensure,  ophthalmologists  spend  3  years  in 
an  ophthalmology  residency  program  getting  clinical  experience  in  the 
diagnosis  and  treatment  of  eye  disease.  A  resident  at  an  accredited 
ophthalmology  residency  program  must  see  at  least  3,000  outpatients  with  a 
range  of  ophthalmic  disease  and  have  major  management  responsibility  for  at 
least  2,000  (AMA,  1987).  Optometrists  typically  go  through  a  4-year 
optometric  degree  program.  During  the  last  2  years  of  their  training, 
optometrists  get  to  provide  eye  examinations  and  fit  patients  for  corrective 
lenses  in  various  types  of  settings  (e.g.,  private  optometric  practices,  nursing 
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homes,  HMOs,  hospitals)  (Boerner,  1988;  111.  Coll.  of  Optom.,  1988;,  Mays, 
July  8,  1988;  Mullen,  1986,  Penn.  Coll.  of  Opt.,  1988).  Their  exposure  to 
patients  with  serious  eye  disease  varies  at  different  optometry  schools. 
Accreditation  standards  for  optometry  schools  do  not  include  any  specific 
requirements  with  respect  to  the  amount  or  type  of  clinical  exposure  they  give 
their  students  to  patients  with  eye  disease  (Council  on  Optometric  Education, 
1983/1984). 

(c)  A  third  area  in  which  the  training  of  oohthalmologists  and  optometrists 
differs  is  in  clinical  training  in  the  management  of  patients  undergoing  eve 
surgery.  The  management  of  patients  who  have  undergone  eye  surgery, 
especially  patients  with  pre-existing  eye  disease,  often  involves  not  only 
technical  skills  but  judgments  about  when  and  whether  to  use  certain 
procedures.  It  is  at  least  conceivable  that  experience  in  managing  surgical 
patients  would  affect  an  individual's  competence  to  make  such  judgments.  An 
ophthalmology  resident  at  an  accredited  residency  program  must  perform  at 
least  25  cataract  extraction  procedures  and  also  manage  the  patients' 
postoperative  care.  Optometry  students' exposure  to  patients  who  have 
undergone  eye  surgery  varies  at  different  optometry  schools.  Accreditation 
standards  for  optometry  schools  do  not  include  any  specific  requirements  with 
respect  to  the  amount  or  type  of  clinical  exposure  they  give  their  students  to 
patients  recovering  from  cataract  or  other  eye  surgery  (Council  on  Optometric 
Education,  1983/1984). 

;  Given  the  quantitative--and  perhaps  qualitative--differences  in  clinical  training  of 

ophthalmologists  and  optometrists  in  the  management  of  patients  with  a  variety  of 
medical  conditions,  patients  with  eye  disease,  and  patients  who  are  recovering 
from  eye  surgery,  the  ability  of  an  optometrist  to  make  physical  exams  consistent 
with  those  of  an  ophthalmologist  or  to  fit  his  or  her  exams  into  a  regimen  of 
postoperative  patient  management  is  open  to  question. 
3.  Delays  in  care.--A  third  potential  risk,  apart  from  the  possibility  of  reduced 
continuity  and  consistency  of  care,  is  that  when  a  nonphysician  caregiver  such  as 
an  optometrist  provides  postoperative  care— especially  at  a  site  geographically 
separate  from  the  ophthalmologist--there  may  be  delays  in  the  initiation  of 
appropriate  treatment.  Delays  could  occur  for  any  of  several  reasons,  for  example, 
because  an  optometrist  did  not  have  24-hour  availability,  because  of  the  time 
required  to  get  to  an  ophthalmologist  for  surgery  or  other  treatment  that  the 
optometrist  could  not  provide,  or  for  other  reasons.  In  a  few  rare  cases— for 
example,  those  involving  the  infection  endophthalmitis,  expulsive  hemorrhage,  or 
severe  wound  rupture--a  delay  of  several  hours  could  result  in  the  loss  of  an  eye. 

The  extent  to  which  concerns  about  continuity,  consistency,  and  delays  in  care  are  being 
addressed  in  arrangements  for  the  postoperative  care  of  cataract  sureerv  patients  that  depart 
from  the  traditional  model  has  not  been  evaluated.  Arrangements  for  the  provision  of 
postoperative  care  to  cataract  surgery  patients  seem  to  be  evolving,  and  neither  OTA  nor 
anyone  else  has  fully  investigated  the  effect  on  quality  of  arrangements  that  depart  from  the 
traditional  model.® 

In  the  absence  of  certainty  about  the  nature  of  evolving  arrangements  or  scientific  evidence 
that  the  increased  involvement  of  optometrists  will  not  reduce  the  quality  of  postoperative 
care  that  cataract  surgery  patients  receive,  the  wisdom  of  encouraging  the  growth  of  such 
arrangements  is  questionable.  Moving  away  from  the  traditional  model  of  postoperative  care 
for  cataract  surgery  patients  without  scientific  information  on  how  the  increased 
involvement  of  optometrists  in  postoperative  care  is  likely  to  affect  patient  outcomes.  OTA 
concludes,  runs  a  possible  risk  of  reducing  the  quality  of  care  that  such  patients  receive. 
OTA  is  not  saying  the  quality  of  care  with  optometric  involvement  is  definitely  lower,  but 
rather  that  there  is  not  adequate  evidence  that  quality  will  not  be  lowered. 

Developing  Additional  Information 

The  American  Optometric  Association  (AOA)  has  suggested  that  the  absence  of  claims 
against  optometrists  for  postoperative  care  since  1980  and  other  malpractice  statistics  are 
va'id  indicators  of  quality  (Amer.  Opt.  Assoc.,  August  1988).  In  1988,  an  OTA  report  on 
indicators  of  the  quality  of  medical  care  found  that  malpractice  awards  or  judgments  per  se 
were  not  a  good  indicator  of  a  medical  provider's  quality  (U.S.  Congress,  OTA,  1988).*" 


9  As  mentioned  earlier,  the  Office  of  the  Inspector  General  (OIG)  of  the  U.S.  Department  of 
Health  and  Human  Services  has  conducted  a  preliminary  survey  of  optometry/ophthalmology 
referral  arrangements  at  eight  Medicare  carriers  (Mitchell,  1988;  U.S.  DHHS,  OIG,  1988).  The 
OIG  survey  found  "no  direct  evidence  of  poor  quality  care"  due  to  optometric  involvement  in 
postoperative  care  but  did  find  some  "vulnerabilities." 

10  OTA's  report  on  indicators  of  the  quality  of  medical  care  documented  the  paucity  of  readily 
available,  valid,  and  meaningful  measures  that  can  be  used  to  distinguish  among  providers  on 
the  basis  of  quality.  One  of  the  better  indicators  of  quality  among  physicians  was  training- - 
physicians  practicing  in  the  area  of  their  training  were  likely  to  provide  better  quality  of  care 
than  others  (U.S.  Congress,  OTA,  1988).  Another  point  from  the  OTA  report  that  may  be  of 
interest  is  that  it  is  often  easier  to  identify  poor  quality--i.e.,  care  that  does  not  meet  a  basic 
safety  level--than  it  is  to  distinguish  among  providers  who  exceed  that  level. 
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An  absence  of  malpractice  claims  against  optometrists  for  postoperative  care  could  be 
attributable  to  any  one  of  several  factors  unrelated  to  quality,  among  them,  for  example,  the 
possible  unwillingness  or  inability  of  elderly  cataract  patients  to  bring  malpractice  suits. 
Similarly,  the  recently  reported  30  to  40  percent  reduction  in  malpractice  rates  for 
optometrists  nationwide  could  be  related  to  a  variety  of  factors  that  are  unrelated  to  the 
quality  of  optometric  postoperative  care. 

Several  approaches  to  developing  information  on  the  quality  of  postoperative  care  provided 
by  optometrists  might  be  envisioned.  Careful  planning  of  any  study  will  be  required  if  the 
study  is  to  generate  valid  information.  Quality  of  care  measures  range  from  very  broad 
measures  that  apply  to  whole  entities  such  as  an  individual  HMO  to  very  specific  measures 
that  focus  on  the  care  provided  to  a  person  on  a  specific  occasion  (Wyszewianski,  1988). 
Whether  the  measures  selected  are  global  or  specific  should  depend  in  part  on  the  purpose 
for  which  quality  is  being  measured  (Wyszewianski,  1988).  As  noted  in  OTA's  report  on 
indicators  of  the  quality  of  care,  measures  of  quality  are  of  three  basic  types:  outcome, 
structure,  and  process  measures  (U.S.  Congress,  OTA,  1988).  Each  of  these  requires 
different  data  and  has  different  strengths  and  weaknesses  that  would  have  to  be  taken  into 
account  in  the  study  design  (Lohr  et  al.,  1988).  Finally,  it  might  be  a  good  idta  to  have  a 
disinterested  party  review  the  protocol  before  it  is  actually  undertaken. 

Many  would  argue  that  when  changes  seem  to  be  occurring  in  patterns  of  medical  practice,  it 
is  important  to  consider  the  possible  effects  on  quality  of  care,  access,  costs,  etc.  At  the 
present  time,  many  questions  remain  to  be  answered  (Lasker,  1988). 

1.  How  frequently  do  cataract  surgery  patients  receive  no  postoperative  care  from  the 
operating  eye  surgeon?^^  Is  the  frequency  of  this  practice  stable  or  increasing?  Is 
the  practice  widespread  or  localized  to  specific  regions  of  the  country  or  areas 
where  access  to  ophthalmologists  is  limited--for  example  in  rural  States  such  as 
Iowa,  North  Dakota,  and  South  Dakota  (U.S.  DHHS,  PHS,  HRSA,  1986)? 

2.  Where  optometrists  are  involved  in  postoperative  care,  what  is  their  role,  their 
relationship  with  the  operating  surgeon,  and  their  relationship  with  the  patient? 

a)  At  what  point  after  a  patient  has  cataract  surgery  do  optometrists  become 
involved  in  providing  postoperative  services?  Are  optometrists  expected  to 
provide  all  of  a  patient's  postoperative  visits  or  only  some  of  them? 

b)  Are  they  only  responsible  for  recognizing  postoperative  problems,  or  are  they 
also  expected  to  provide  medical  and/or  surgical  treatment? 

c)  Are  they  supervised  by  the  surgeon? 

d)  Do  they  have  immediate  access  to  the  surgeon? 

e)  Do  they  have  an  ongoing  relationship  with  one  or  several  surgeons? 

f)  Do  they  practice  in  the  same  ambulatory  care  setting  as  the  surgeon? 

g)  Do  they  have  a  continuous  relationship  with  the  patient  preoperatively  and 
postoperatively? 

3.  Are  optometrists  who  provide  postoperative  care  for  cataract  patients  adequately 
trained  for  this  role? 

a)  Are  optometrists  specifically  trained  to  recognize  postoperative  complications  of 
cataract  surgery?  Is  this  training  adequate? 

b)  Do  optometrists  who  provide  postoperative  care  receive  additional  formal  or 
informal  training  from  surgeons? 

4.  What  is  the  relation  of  different  patterns  of  care  to  outcome? 

a)  How  can  we  monitor  quality  of  care  and  obtain  data  about  outcomes  in 
ambulatory  settings? 

b)  Can  optometrists  provide  good  quality  care  at  lower  cost? 

c)  Are  surgeons  more  skilled  at  cataract  surgery  if  they  perform  more  operations 
and  less  perioperative  care? 

5.  In  developing  policy  to  address  this  situation,  what  is  the  role  of: 

a)  Practice  guidelines'^ 

How  should  the  guidelines  be  developed?  Who  should  develop  them?  Can 
practice  guidelines  be  enforced? 

b)  Credentiallingi^ 

Who  is  qualified  to  perform  specific  services?  This  applies  to  the  various 
medical  specialties  as  well  as  to  nonphysician  health  professionals. 

c)  Liability 


1 1  According  to  the  OIG's  preliminary  report  involving  Medicare  payments  made  on  behalf  of 
1,000  randomly  selected  beneficiaries  from  eight  Medicare  carriers,  the  ophthalmologist  billed 
Medicare  a  global  fee  for  cataract  surgery  in  97  percent  of  payments;  in  only  3  percent  did  the 
ophthalmologist  use  the  modifier  to  exclude  postoperative  care  (Mitchell,  1988;  U.S.  DHHS, 
OIG,  1988).  In  88  percent  of  the  cases  in  which  the  modifier  was  used,  the  operating  surgeon 
provided  at  least  some  postoperative  care;  in  the  remaining  cases,  however,  the  eye  surgeon 
apparently  provided  no  postoperative  care. 

12  For  a  discussion  of  processes  for  generating  standards  of  care  and  for  implementing  them, 
see  M.R.  Chassin,  "Standards  of  Care  in  Medicine,"  Inquiry  25(4):437-450,  Winter  1988. 

13  For  a  discussion  of  evaluating  the  skills  of  medical  specialists,  see  J.S.  Lloyd  and  D.G. 
Langsley  (eds.).  Evaluating  the  Skills  of  Medical  Specialists  (Chicago,  IL:  American  Board  of 
Medical  Specialties,  1983). 
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Who  is  accountable  for  the  quality  of  services?  Are  patients  aware  of 
accountability  when  they  give  informed  consent? 

d)  Coding 

If  the  54-modifier  (to  indicate  that  a  physician's  bill  is  for  surgical  care  only) 
or  55-modifier  (to  indicate  that  a  physician's  bill  is  for  postoperative  care  only) 
could  not  be  used  in  Medicare  billing,  would  this  limit  flexibility  or  access  to 
care?  Would  it  encourage  double  billing? 

e)  Financial  incentives 

To  what  extent  are  inappropriate  payments  contributing  to  the  current 
situation? 

To  answer  these  and  other  questions  for  the  purpose  of  developing  public  policy,  additional 
surveys  of  practice  patterns--to  clarify  the  nature  and  extent  of  cooperative  or  other 
arrangements  between  optometrists  and  ophthalmologists  for  the  provision  of  postoperative 
care,  as  well  to  ascertain  how  particular  patterns  are  related  to  factors  such  as  geographic 
region,  rural  vs.  urban  areas,  and  the  availability  of  ophthalmologists  and  optometrists — 
would  probably  be  useful.  Additional  studies  to  evaluate  the  economic  costs  and  incentives 
for  the  various  parties  involved  might  also  be  useful. 
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STATEMENT  OF  MICHAEL  MANGANO,  ASSISTANT  INSPECTOR 
GENERAL  FOR  ANALYSIS  AND  INSPECTIONS,  U.S.  DEPARTMENT 
OF  HEALTH  AND  HUMAN  SERVICES,  ACCOMPANIED  BY  BARRY 
STEELEY,  CHIEF,  HEALTH  CARE  FINANCING  BRANCH 
Chairman  Stark.  Mr.  Mangano. 

Mr.  Mangano.  I  am  Michael  Mangano,  Assistant  Inspector  Gen- 
eral for  Analysis  and  Inspections,  U.S.  Department  of  Health  and 
Human  Services.  Seated  to  my  left  is  Barry  Steeley,  the  chief  of 
our  health  care  financing  branch.  I  am  pleased  to  present  to  you 
the  result  of  a  recent  study  v/e  completed  on  the  referral  arrange- 
ments between  the  optometrists  and  ophthamologists  for  cataract 
surgery  patients.  Before  elaborating  on  the  findings  of  our  study  I 
would  like  to  provide  you  with  some  background  on  this  issue  and 
the  extent  of  our  involvement  in  this  area. 

Cataract  surgery  is  the  procedure  most  frequently  performed  on 
the  Medicare  population  today.  About  1.3  million  Americans  will 
have  a  cataract  removed  this  year,  more  than  a  million  of  them 
Medicare  patients.  Historically,  cataract  surgery  was  performed  in 
an  inpatient  hospital  setting.  Surgery  took  as  long  as  2  hours  and 
usually  was  performed  under  general  anesthetic.  Hospital  stays  of 
up  to  7  days  were  the  rule,  but  with  the  advent  of  new  surgical 
techniques  and  technology,  such  as  the  implantation  of  interocular 
lenses  [lOL's],  the  length  of  stay  has  been  greatly  reduced,  and 
today  most  cataract  surgeries  are  performed  in  an  ambulatory  set- 
ting. 

Cataract  surgery  is  a  multibillion  dollar  industry.  According  to 
billing  data  for  Medicare  patients,  in  1987,  surgeons  were  paid 
more  than  a  billion  dollars  for  their  cataract  surgery  cases.  Total 
costs,  including  preoperative  diagnostic  test,  assistants  at  surgery, 
and  facility  fees,  are  $3-$4  billion  a  year. 

In  1985,  the  Office  of  Inspector  General  testified  before  the 
House  Ways  and  Means  Committee  and  the  Senate  Finance  Corn- 
mittee  on  the  need  for  legislative  changes  to  curb  excessive  Medi- 
care payments  related  to  cataract  surgery.  We  are  pleased  that 
Congress  took  strong  action  in  the  Consolidated  Omnibus  Budget 
Reconciliation  Act  of  1985  and  the  Omnibus  Budget  Reconciliation 
Acts  of  1986  and  1987  to  reduce  cataract  surgery  fees,  limit  the 
markup  on  interocular  lenses,  and  ensure  equality  in  payments  for 
facilities  fees  pad  to  ambulatory  surgical  centers  [ASC's]  and  hospi- 
tals. These  provisions  were  based  in  part  on  an  OIG  study,  ''Medi- 
care Cataract  Implant  Surgery,"  which  was  released  in  final  form 
in  March  1986.  Another  OIG  study,  of  cataract  surgery  in  ASC's, 
released  in  March  1988,  recommended  that  HCFA  establish  a  na- 
tional part  B  reimbursement  cap  of  $200,  with  a  handling  fee  not 
to  exceed  10  percent— $20— for  any  lOL  billed  to  Medicare.  Doing 
so  would  result  in  annual  savings  of  $14  million  in  ASC's  and  $75 
million  in  hospital  outpatient  departments.  Final  regulations  im- 
plementing this  recommendation  will  be  issued  shortly. 

OBRA  1986  also  contained  provisions  which  authorized  Medicare 
to  pay  optometrists  for  any  services  which  they  are  authorized  to 
perform  under  their  respective  State  laws.  Prior  to  this,  optom- 
etrists were  permitted  to  bill  Medicare  only  for  services  to  Aphakic 
patients,  that  is,  patients  who  had  had  a  lens  removed  in  cataract 
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surgery.  During  the  period  1980  through  1986,  relatively  few  op- 
tometrists billed  Medicare  directly  for  the  postoperative  care  of 
such  patients.  However,  it  was  common  in  certain  areas  of  the 
country  for  an  ophthalmologist  who  used  an  optometrist's  services 
for  postoperative  care  to  bill  Medicare  for  the  full  fee  and  then  pay 
the  optometrist  directly  for  the  followup  services. 

The  Medicare  Program  generally  pays  a  ''global  fee"  for  cataract 
surgery  which  includes  the  presurgical  evaluation  of  the  patient, 
the  surgery,  and  the  postsurgical  evaluation  of  the  patient,  their 
surgery,  and  the  postsurgical  followup  visits.  In  order  to  implement 
the  OBRA  1986  provisions,  the  Health  Care  Financing  Administra- 
tion [HCFA]  established  a  procedure  which  split  the  ''global  fee" 
between  the  ophthamologist  and  the  optometrist.  This  involves  the 
use  of  modifiers.  In  April  1987,  HCFA  instituted  procedures  which 
permit  the  surgeon — the  ophthalmologist — to  bill  using  a  modifier 
"54"  added  to  the  surgery  procedure  code,  which  identifies  to  the 
Medicare  carrier  that  the  surgeon  is  not  going  to  perform  post- 
cataract  surgery  followup  visits.  The  Medicare  carrier,  in  turn,  re- 
duces the  Medicare  payment  by  5  percent  to  20  percent  of  the 
normal  "global  fee"  payment.  An  optometrist  who,  under  a  referral 
agreement,  bills  for  followup  visits  is  required  to  bill  the  same  pro- 
cedure code  with  a  modifier  "55,"  in  order  to  receive  the  5-  to  20- 
percent  share. 

We  undertook  our  study  because  we  were  concerned  that  these 
arrangements  could  result  in  higher  Medicare  payments  for  cata- 
ract surgery,  and  we  were  also  concerned  about  the  provision  of  fol- 
lowup services  when  they  are  not  rendered  by  the  surgeon.  Our 
study  focused  these  concerns  on  an  examination  of  the  referral  ar- 
rangements which  allow  for  postoperative  cataract  care  by  an  op- 
tometrist. We  set  out  to  determine  the  frequency  of  such  arrange- 
ments, the  potential  impact  of  this  practice  on  the  patient  and  the 
program,  the  reimbursement  implications,  and  the  potential  for 
fraud  and  abuse.  We  randomly  selected  and  examined  the  pay- 
ments made  on  behalf  of  1,000  Medicare  beneficiaries  in  8  locales. 
We  also  interviewed  58  ophthalmologists,  28  optometrists  and  49 
patients,  from  the  same  areas.  One-half  of  the  ophthalmologists 
were  selected  from  the  highest  paid  providers  at  the  respective  car- 
riers who  were  not  currently  under  investigation  and  the  other 
half  from  the  midrange  of  the  specialty. 

Our  analysis  of  material  gathered  from  interviews  with  ophthal- 
mologists showed  that  approximately  72  percent  do  not  permit  op- 
tometrists to  render  postcataract  surgery  followup  services  for 
their  patients.  Of  the  28  percent  of  ophthalmologists  who  do  permit 
optometrists  to  perform  post  operative  care,  we  found  that  about 
one-third  of  their  cataract  surgery  patients  were  referred  by  an  op- 
tometrist, in  contrast  to  the  ophthalmologists  who  do  not  have  op- 
tometrists follow  their  patients  and  received  only  7  percent  of  their 
patients  from  optometrists.  The  ophthalmologists  who  use  optom- 
etrists for  followup  care,  compared  to  ophthalmologists  who  per- 
form their  own  followup  care,  generally:  have  fewer  years  in  prac- 
tice; perform  a  much  higher  percentage  of  their  surgeries  in  an 
ambulatory  surgical  center;  tend  to  follow  their  patients  for  a 
shorter  time  after  surgery;  and  perform  a  significantly  greater 
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number  of  cataract  surgeries,  resulting  in  much  higher  overall  pay- 
ments from  Medicare. 

We  found  that  the  surgeons  in  the  sample  who  perform  their 
own  followup  care  received  an  average  of  $930,000  in  Medicare  pay- 
ments, while  the  surgeons  who  refer  patients  back  to  optometrists 
received  $1.9  million  on  the  average  from  Medicare.  This  is  due  to 
the  higher  volume  of  surgeries  these  ophthalmolgists  are  able  to 
schedule  and  perform,  using  optometrists  as  a  source  of  patients 
and  for  their  professional  services  after  surgery. 

We  also  sought  to  determine  the  extent  of  preoperative  and  post- 
operative services  performed  by  the  ophthalmologist  when  optom- 
etrists perform  followup  care.  Eighty-eight  percent  of  ophthalmol- 
ogists personally  examine  all  their  patients  prior  to  surgery,  and 
examine  the  patient  the  day  following  surgery  to  identify  potential 
surgical  complications.  This  finding  was  confirmed  by  our  inter- 
views with  49  patients.  We  found  that  all  49  patients  received  a 
preoperative  evaluation  by  the  ophthalmologist  and  94  percent  of 
them  were  evaluated  by  the  surgeon  after  surgery.  In  fact,  85  per- 
cent of  these  patients  had  two  or  more  followup  visits  with  the  oph- 
thalmologist. In  37  percent  of  cases,  postoperative  care  was  also 
furnished  by  another  practitioner,  who  could  have  been  an  optom- 
etrist, an  associate  of  the  surgeon's  who  was  either  an  ophthalmol- 
ogist or  an  optometrist,  or  a  person  whose  credentials  the  patient 
didn't  know.  The  surgeons  who  allow  optometrists  to  render  postop- 
erative care  reported  that  although  they  continued  to  see  patients 
postoperatively  for  a  shorter  period  of  time  than  surgeons  who 
render  all  postoperative  care  themselves,  they  did  follow  patients 
for  a  considerable  period  of  time,  8  weeks  or  longer  by  56  percent 
of  them.  While  this  would  appear  to  represent  concurrent  care,  we 
feel  that  this  pattern  indicates  that  the  sharing  of  postoperative 
care  is  such  a  new  mode  of  practice  that  surgeons  feel  they  must 
continue  to  assure  themselves  that  all  is  well  with  their  patients. 
In  addition,  the  standards  of  the  American  Academy  of  Ophthal- 
mology and  the  American  College  of  Surgeons  demand  that  the 
surgeon  assume  ultimate  responsibility  for  both  the  surgery  and 
the  postoperative  care  of  patients. 

To  confirm  our  interview  figures  and  determine  the  extent  of 
Medicare  billings  for  postsurgical  care  by  optometrists,  we  analyzed 
the  Medicare  bill  histories  for  our  1,000  sample  cataract  surgery 
patients.  With  regard  to  Medicare  reimbursement  implications,  we 
found  that  37  percent  bill  from  local  fee.  In  the  1,000  cases  we  re- 
viewed we  found  15  cases  where  the  ophthalmologist  billed  for  a 
fee  they  should  not  have  been  billing.  It  could  have  been  he  billed 
globally  when  he  should  not  have. 

Given  the  small  number  of  cases  we  think  that  would  only  be 
natural  in  the  development  of  a  new  system  like  that.  Education 
should  probably  resolve  it.  In  our  sample  of  1,000  cases  the  over 
I  payment  was  less  than  $1,000.  Our  study  has  been  investigating 
eye  care  cases.  We  have  investigated  214  eye  care  facilities,  coming 
up  with  13  conviction,  58  eye  care  professionals  being  excluded  and 
over  $2  million  in  civil  penalties.  This  involves  opticians,  ophthal- 
mologists, services  not  rendered,  kick  backs  and  others.  Out  of  this 
we  came  up  with  two  basic  recommendations  that  I  think  the  com- 
mittee would  be  interested  in  hearing. 
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First,  since  this  is  a  new  type  of  care  with  ophthalmologists 
having  optometrists  in  a  followup  situation,  we  believe  the  Health 
Care  Financing  Administration  should  require  the  process  working 
with  local  ophthalmologists  and  the  State  Boards  of  Optometry  to 
develop  protocols  for  the  postoperative  care.  Things  that  would  be 
included  in  this  could  be  the  number  and  frequency  of  followup 
visits,  providing  for  24  hour  emergency  care,  and  division  of  re- 
sponsibilities. 

The  second  recommendation  we  think  is  important  is  a  recom- 
mendation we  have  made  a  number  of  times  before  and  that  is 
second  surgical  opinions.  We  think  that  would  help  eliminate  un- 
necessary surgery  in  the  future. 

Thank  you. 

[The  statement  of  Mr.  Mangano  follows:] 
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S.mTEMENT  OF  MICHAEL  MANGANO, 
FOR  ANALYSIS  AND  INSPECTIONS, 
AND  HUMAN  SERVICES 


ASSISTANT  INSPECTOR  GENERAL 
U.S.    DEPARTMENT  OF  HEALTH 


GOOD  MORNING,    MR.    CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE.  I 
AM  MICHAEL  MANGANO,    ASSISTANT  INSPECTOR  GENERAL  FOR  ANALYSIS 
AND  INSPECTIONS  FOR  THE  DEPARTMENT  OF  HEALTH  AND  HUMAN 
SERVICES.      I   AM  HERE  THIS  MORNING  AT  YOUR  REQUEST  TO  SHARE  WITH 
YOU  THE  RESULTS  OF  OUR  RECENT  STUDY  ON  REFERRAL  ARRANGEMENTS 
BETWEEN  OPTOMETRISTS  AND  OPHTHALMOLOGISTS  FOR  CATARACT  SURGERY 
PATIENTS.      BEFORE  ELABORATING  ON  THE  FINDINGS  OF  OUR  STUDY  I 
WOULD  LIKE  TO  PROVIDE  YOU  WITH  SOME  BACKGROUND  ON  THIS  ISSUE 
AND  THE  EXTENT  OF  OUR  INVOLVEMENT  IN  THIS  AREA. 

BACKGROUND 

CATARACT  SURGERY  IS  THE  PROCEDURE  MOST  FREQUENTLY  PERFORMED  ON 
THE  MEDICARE  POPULATION  TODAY.      ABOUT  1.3  MILLION  AMERICANS 
WILL  HAVE  A  CATARACT  REMOVED  THIS  YEAR,    MORE  THAN  A  MILLION  OF 
THEM  MEDICARE  PATIENTS.      HISTORICALLY,    CATARACT  SURGERY  WAS 
PERFORMED   IN  AN   INPATIENT  HOSPITAL  SETTING.      SURGERY  TOOK  AS 
LONG  AS  TWO  HOURS  AND  USUALLY  WAS  PERFORMED  UNDER  GENERAL 
ANESTHESIA.      HOSPITAL  STAYS  OF  UP  TO  7   DAYS  WERE  THE  RULE,  BUT 
WITH  THE  ADVENT  OF  NEW  SURGICAL  TECHNIQUES  AND  TECHNOLOGY,  SUCH 
AS  THE   IMPLANTATION  OF   INTRAOCULAR  LENSES    (lOLs),    THE  LENGTH  OF 
STAY  HAS  BEEN  GREATLY  REDUCED,    AND  TODAY  MOST  CATARACT 
SURGERIES  ARE  PERFORMED   IN  AN  AMBULATORY  SETTING. 

CATARACT  SURGERY  IS  A  MULTI-BILLION  DOLLAR  INDUSTRY.  ACCORDING 
TO  BILLING  DATA  FOR  MEDICARE  PATIENTS,    IN  1987,    SURGEONS  WERE 
PAID  MORE  THAN  A  BILLION  DOLLARS  FOR  THEIR  CATARACT  SURGERY 
CASES.      TOTAL  COSTS,    INCLUDING  PRE-OPERATIVE  DIAGNOSTIC  TESTS, 
ASSISTANTS  AT  SURGERY,   AND  FACILITY  FEES,   ARE  $3-4  BILLION  A 
YEAR. 

LEGISLATIVE  HISTORY 

IN  1985,    THE  OFFICE  OF   INSPECTOR  GENERAL  TESTIFIED  BEFORE  THE 
HOUSE  WAYS  AND  MEANS  COMMITTEE  AND  THE  SENATE  FINANCE  COMMITTEE 
ON  THE  NEED  FOR  LEGISLATIVE  CHANGES  TO  CURB  EXCESSIVE  MEDICARE 
PAYMENTS  RELATED  TO  CATARACT  SURGERY.      WE  ARE  PLEASED  THAT 
CONGRESS  TOOK  STRONG  ACTION  IN  THE  CONSOLIDATED  OMNIBUS  BUDGET 
RECONCILIATION  ACT  OF  1985  AND  THE  OMNIBUS  BUDGET 
RECONCILIATION  ACTS  OF  1986  AND  1987  TO  REDUCE  CATARACT  SURGERY 
FEES,    LIMIT  THE  MARK-UP  ON  INTRAOCULAR  LENSES,   AND  INSURE 
EQUALITY   IN  PAYMENTS   FOR  FACILITIES  FEES  PAID  TO  AMBULATORY 
SURGICAL  CENTERS   (ASCs)   AND  HOSPITALS.     THESE  PROVISIONS  WERE 
BASED   IN  PART  ON  AN  OIG  STUDY,    "MEDICARE  CATARACT  IMPLANT 
SURGERY",   WHICH  WAS  RELEASED  IN  FINAL  FORM  IN  MARCH,  1986. 
ANOTHER  OIG  STUDY,    OF  CATARACT  SURGERY  IN  ASCs,    RELEASED  IN 
MARCH  1988,    RECOMMENDED  THAT  HCFA  ESTABLISH  A  NATIONAL  PART  B 
REIMBURSEMENT  CAP  OF  $200,   WITH  A  HANDLING  FEE  NOT  TO  EXCEED  10 
PERCENT    ($20)    FOR  ANY  lOL  BILLED  TO  MEDICARE.      DOING  SO  WOULD 
RESULT  IN  ANNUAL  SAVINGS  OF  $14  MILLION  IN  ASCs  AND  $75  MILLION 
IN  HOSPITAL  OUTPATIENT  DEPARTMENTS.      FINAL  REGULATIONS 
IMPLEMENTING  THIS  RECOMMENDATION  WILL  BE   ISSUED  SHORTLY. 

OBRA  1986  ALSO  CONTAINED  PROVISIONS  WHICH  AUTHORIZED  MEDICARE 
TO  PAY  OPTOMETRISTS  FOR  ANY  SERVICES  WHICH  THEY  ARE  AUTHORIZED 
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TO  PERFORM  UNDER  THEIR  RESPECTIVE   STATE  LAWS.      PRIOR  TO  THIS, 
OPTOMETRISTS  WERE  PERMITTED  TO  BILL  MEDICARE  ONLY  FOR  SERVICES 
TO  APHAKIC  PATIENTS,    THAT   IS,    PATIENTS  WHO  HAD  HAD  A  LENS 
REMOVED  IN  CATARACT  SURGERY.      DURING  THE  PERIOD  1980  THROUGH 

1986,  RELATIVELY  FEW  OPTOMETRISTS  BILLED  MEDICARE  DIRECTLY  FOR 
THE  POST-OPERATIVE  CARE  OF  SUCH  PATIENTS.      HOWEVER,    IT  WAS 
COMMON   IN  CERTAIN  AREAS  OF  THE  COUNTRY  FOR  AN  OPHTHALMOLOGIST 
WHO  USED  AN  OPTOMETRIST'S  SERVICES  FOR  POST-OPERATIVE  CARE  TO 
BILL  MEDICARE  FOR  THE  FULL  FEE  AND  THEN  PAY  THE  OPTOMETRIST 
DIRECTLY  FOR  THE  FOLLOW-UP  SERVICES. 

THE  MEDICARE  PROGRAM  GENERALLY  PAYS  A  "GLOBAL  FEE"   FOR  CATARACT 
SURGERY  WHICH   INCLUDES  THE  PRE-SURGICAL  EVALUATION  OF  THE 
PATIENT,    THE  SURGERY,    AND  THE  POST-SURGICAL  FOLLOW-UP  VISITS. 
IN  ORDER  TO  IMPLEMENT  THE  OBRA  1986  PROVISIONS,    THE  HEALTH  CARE 
FINANCING  ADMINISTRATION   (HCFA)    ESTABLISHED  A  PROCEDURE  WHICH 
SPLIT  THE   "GLOBAL  FEE"   BETWEEN  THE  OPHTHALMOLOGIST  AND  THE 
OPTOMETRIST.      THIS   INVOLVES  THE  USE  OF  MODIFIERS.      IN  APRIL 

1987,  HCFA  INSTITUTED  PROCEDURES  WHICH  PERMIT  THE  SURGEON  (THE 
OPHTHALMOLOGIST)   TO  BILL  USING  A  MODIFIER  "54"  ADDED  TO  THE 
SURGERY  PROCEDURE  CODE,    WHICH   IDENTIFIES  TO  THE  MEDICARE 
CARRIER  THAT  THE  SURGEON  IS  NOT  GOING  TO  PERFORM  POST-CATARACT 
SURGERY  FOLLOW-UP  VISITS.      THE  MEDICARE  CARRIER,    IN  TURN, 
REDUCES  THE  MEDICARE  PAYMENT  BY  5  PERCENT  TO  20  PERCENT  OF  THE 
NORMAL   "GLOBAL  FEE"    PAYMENT.      AN  OPTOMETRIST  WHO,    UNDER  A 
REFERRAL  AGREEMENT,    BILLS  FOR  FOLLOW-UP  VISITS   IS  REQUIRED  TO 
BILL  THE  SAME  PROCEDURE  CODE  WITH  A  MODIFIER  "55",    IN  ORDER  TO 
RECEIVE  THE  5  TO  20  PERCENT  SHARE. 


SCOPE  AND  METHODOLOGY  OF  OUR  STUDY 

WE  UNDERTOOK  OUR  STUDY  BECAUSE  WE  WERE  CONCERNED  THAT  THESE 
ARRANGEMENTS  COULD  RESULT  IN  HIGHER  MEDICARE  PAYMENTS  FOR 
CATARACT  SURGERY,    AND  WE  WERE  ALSO  CONCERNED  ABOUT  THE 
PROVISION  OF  FOLLOW-UP  SERVICES  WHEN  THEY  ARE  NOT  RENDERED  BY 
THE  SURGEON.      OUR  STUDY  FOCUSED  THESE  CONCERNS  ON  AN 
EXAMINATION  OF  THE  REFERRAL  ARRANGEMENTS  WHICH  ALLOW  FOR  POST- 
OPERATIVE CATARACT  CARE  BY  AN  OPTOMETRIST.  WE 

SET  OUT  TO  DETERMINE  THE  FREQUENCY  OF  SUCH  ARRANGEMENTS,  THE 
POTENTIAL   IMPACT  OF  THIS  PRACTICE  ON  THE  PATIENT  AND  THE 
PROGRAM,    THE  REIMBURSEMENT   IMPLICATIONS,    AND  THE  POTENTIAL 
FOR  FRAUD  AND  ABUSE.      WE   RANDOMLY  SELECTED  AND  EXAMINED  THE 
PAYMENTS  MADE  ON  BEHALF  OF  1000  MEDICARE  BENEFICIARIES   IN  8 
LOCALES.     WE  ALSO  INTERVIEWED  58  OPHTHALMOLOGISTS,  28 
OPTOMETRISTS  AND  49  PATIENTS,    FROM  THE  SAME  AREAS.      ONE-HALF  OF 
THE  OPHTHALMOLOGISTS  WERE  SELECTED  FROM  THE  HIGHEST  PAID 
PROVIDERS  AT  THE  RESPECTIVE  CARRIERS  WHO  WERE  NOT  CURRENTLY 
UNDER  INVESTIGATION  AND  THE  OTHER  HALF  FROM  THE  MID-RANGE  OF 
THE  SPECIALTY. 

FINDINGS 

OUR  ANALYSIS  OF  MATERIAL  GATHERED  FROM   INTERVIEWS  WITH 
OPHTHALMOLOGISTS   SHOWED  THAT  APPROXIMATELY  72   PERCENT  DO  NOT 
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PERMIT  OPTOMETRISTS  TO  RENDER  POST-CATARACT  SURGERY  FOLLOW-UP 
SERVICES  FOR  THEIR  PATIENTS.      OF  THE  28  PERCENT  OF 
OPHTHALMOLOGISTS  WHO  DO  PERMIT  OPTOMETRISTS  TO  PERFORM  POST 
OPERATIVE  CARE,    WE  FOUND  THAT  ABOUT  ONE-THIRD  OF  THEIR  CATARACT 
SURGERY  PATIENTS  WERE  REFERRED  BY  AN  OPTOMETRIST,    IN  CONTRAST 
TO  THE  OPHTHALMOLOGISTS  WHO  DO  NOT  HAVE  OPTOMETRISTS  FOLLOW 
THEIR  PATIENTS  AND  RECEIVED  ONLY  7   PERCENT  OF  THEIR  PATIENTS 
FROM  OPTOMETRISTS.      THE  OPHTHALMOLOGISTS  WHO  USE  OPTOMETRISTS 
FOR  FOLLOW-UP  CARE,    COMPARED  TO  OPHTHALMOLOGISTS  WHO  PERFORM 
THEIR  OWN  FOLLOW-UP  CARE,  GENERALLY: 

-HAVE  FEWER  YEARS   IN  PRACTICE; 

-PERFORM  A  MUCH  HIGHER  PERCENTAGE  OF  THEIR  SURGERIES  IN 

AN  AMBULATORY  SURGICAL  CENTER;  ; 

-TEND  TO  FOLLOW  THEIR  PATIENTS  FOR  A  SHORTER  TIME  AFTER 
SURGERY; 

-AND  PERFORM  A  SIGNIFICANTLY  GREATER  NUMBER  OF  CATARACT 

SURGERIES,    RESULTING  IN  MUCH  HIGHER  OVERALL  PAYMENTS 
FROM  MEDICARE. 

WE  FOUND  THAT  THE  SURGEONS   IN  THE  SAMPLE  WHO  PERFORM  THEIR  OWN 
FOLLOW-UP  CARE  RECEIVED  AN  AVERAGE  OF   $930,000   IN  MEDICARE 
PAYMENTS,    WHILE  THE  SURGEONS  WHO  REFER  PATIENTS  BACK  TO 
OPTOMETRISTS   RECEIVED   $1.9  MILLION  ON  THE  AVERAGE  FROM 
MEDICARE.      THIS   IS  DUE  TO  THE  HIGHER  VOLUME  OF  SURGERIES  THESE 
OPHTHALMOLOGISTS  ARE  ABLE  TO  SCHEDULE  AND  PERFORM,  USING 
OPTOMETRISTS  AS  A  SOURCE  OF  PATIENTS  AND  FOR  THEIR  PROFESSIONAL 
SERVICES  AFTER  SURGERY. 

WE  ALSO  SOUGHT  TO  DETERMINE  THE  EXTENT  OF  PRE-OPERATIVE  AND 
POST-OPERATIVE   SERVICES   PERFORMED  BY  THE  OPHTHALMOLOGIST  WHEN 
OPTOMETRISTS   PERFORM  FOLLOW-UP  CARE.      EIGHTY-EIGHT  PERCENT  OF 
OPHTHALMOLOGISTS   PERSONALLY  EXAMINE  ALL  THEIR  PATIENTS  PRIOR  TO 
SURGERY,    AND  EXAMINE  THE  PATIENT  THE  DAY  FOLLOWING  SURGERY  TO 
IDENTIFY  POTENTIAL  SURGICAL  COMPLICATIONS.      THIS  FINDING  WAS 
CONFIRMED  BY  OUR   INTERVIEWS  WITH  49  PATIENTS.      WE  FOUND  THAT 
ALL  49   PATIENTS   RECEIVED  A  PRE-OPERATIVE  EVALUATION  BY  THE 
OPHTHALMOLOGIST  AND  94  PERCENT  OF  THEM  WERE  EVALUATED  BY  THE 
SURGEON  AFTER  SURGERY.      IN  FACT,    85   PERCENT  OF  THESE  PATIENTS 
HAD  TWO  OR  MORE  FOLLOW-UP  VISITS  WITH  THE  OPHTHALMOLOGIST.  IN 
37   PERCENT  OF  CASES,    POST-OPERATIVE  CARE  WAS  ALSO  FURNISHED  BY 
ANOTHER  PRACTITIONER,    WHO  COULD  HAVE  BEEN  AN  OPTOMETRIST,  AN 
ASSOCIATE  OF  THE  SURGEON'S  WHO  WAS  EITHER  AN  OPHTHALMOLOGIST  OR 
AN  OPTOMETRIST,    OR  A  PERSON  WHOSE  CREDENTIALS  THE  PATIENT 
DIDN'T  KNOW.      THE  SURGEONS  WHO  ALLOW  OPTOMETRISTS  TO  RENDER 
POST-OPERATIVE  CARE  REPORTED  THAT  ALTHOUGH  THEY  CONTINUED  TO 
SEE  PATIENTS   POST-OPERATIVELY  FOR  A  SHORTER  PERIOD  OF  TIME  THAN 
SURGEONS  WHO  RENDER  ALL  POST-OPERATIVE  CARE  THEMSELVES,  THEY 
DID  FOLLOW  PATIENTS  FOR  A  CONSIDERABLE  PERIOD  OF  TIME   (8  WEEKS 
OR  LONGER  BY  56   PERCENT  OF  THEM) .     WHILE  THIS  WOULD  APPEAR  TO 
REPRESENT  CONCURRENT  CARE,    WE  FEEL  THAT  THIS  PATTERN  INDICATES 
THAT  THE  SHARING  OF  POST-OPERATIVE  CARE   IS  SUCH  A  NEW  MODE  OF 
PRACTICE  THAT  SURGEONS  FEEL  THEY  MUST  CONTINUE  TO  ASSURE 
THEMSELVES  THAT  ALL   IS  WELL  WITH  THEIR  PATIENTS.      IN  ADDITION, 
THE  STANDARDS  OF  THE  AMERICAN  ACADEMY  OF  OPHTHALMOLOGY  AND  THE 
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AMERICAN  COLLEGE  OF  SURGEONS  DEMAND  THAT  THE  SURGEON  ASSUME 
ULTIMATE  RESPONSIBILITY  FOR  BOTH  THE  SURGERY  AND  THE  POST- 
OPERATIVE CARE  OF  PATIENTS. 

TO  CONFIRM  OUR  INTERVIEW  FIGURES  AND  DETERMINE  THE  EXTENT  OF 
MEDICARE  BILLINGS   FOR  POST-SURGICAL  CARE  BY  OPTOMETRISTS,  WE 
ANALYZED  THE  MEDICARE  BILL  HISTORIES  FOR  OUR  1000  SAMPLE 
CATARACT  SURGERY  PATIENTS. 

WE  FOUND  THAT  IN  97   PERCENT  OF  CASES  THE  OPHTHALMOLOGIST  BILLED 
AND  WAS   PAID  FOR  THE   "GLOBAL  FEE."      IN  3   PERCENT  OF  CASES  THE 
SURGEON  BILLED  HIS  SURGERY  FEE  WITH  THE  APPROPRIATE  "54" 
MODIFIER  INDICATING  THE  POST-SURGICAL  FOLLOW-UP  CARE  WOULD  BE 
RENDERED  BY  ANOTHER  PROFESSIONAL.      WE   IDENTIFIED  25  CASES, 
ABOUT   2.4  PERCENT  OF  THE  SAMPLE,    IN  WHICH  THE  OPHTHALMOLOGIST 
WAS   PAID  THE   "GLOBAL  FEE"   BUT  ANOTHER  PROFESSIONAL,    USUALLY  AN 
OPTOMETRIST,    BILLED  AND  WAS   PAID  FOR  FOLLOW-UP  SERVICES  DURING 
THE  "GLOBAL  FEE"   PERIOD.      FIFTEEN  OF  THESE  CASES  WERE 
INAPPROPRIATELY  PAID.      THIS  RESULTED   IN  A  VERY  SMALL 
OVERPAYMENT   ($826  IN  THE  SAMPLE).      SINCE  THIS  BILLING  PRACTICE 
HAD  BEEN  IN  EFFECT  ONLY  A  YEAR  AT  THE  TIME  OF  OUR  STUDY,  WE 
EXPECT  THAT  THIS  PROBLEM  CAN  BE  RESOLVED  ADMINISTRATIVELY  BY 
EDUCATING  THE  PROVIDERS  AND  RECOUPING  THE  OVERPAYMENTS. 
HOWEVER,    IF  THE  PATTERN  CONTINUES,   WE  WOULD  CONSIDER  THESE 
OVERPAYMENTS  TO  BE  POTENTIAL  FALSE  CLAIMS. 

OUR  OFFICE  OF   INVESTIGATIONS  HAS   INVESTIGATED  214  EYE  CARE 
CASES  DURING  THE  LAST  5  YEARS.      THESE  EFFORTS  HAVE  RESULTED  IN 
13  CONVICTIONS,    THE  EXCLUSION  OF  58  EYE  CARE  PROFESSIONALS  FROM 
MEDICARE  PROGRAM  PARTICIPATION,   AND  $   2,210,804   IN  26  CIVIL 
MONETARY  PENALTIES.      THE  PROVIDERS  SANCTIONED  AND/OR  FINED  HAVE 
INCLUDED  OPHTHALMOLOGISTS,    OPTOMETRISTS,    OPTICIANS,  OPTICAL 
TECHNICIANS  AND  OPTICAL  SUPPLY  COMPANIES.      AMONG  CASES 
CURRENTLY  UNDER  INVESTIGATION  OR  ACCEPTED  FOR  PROSECUTION  ARE 
SEVERAL  INVOLVING  ALLEGED  PAYMENTS  FOR  REFERRALS  AND  KICKBACKS 
FROM  LENS  MANUFACTURERS. 

WE  CONTINUE  TO  BE  VERY  CONCERNED  WITH  THE  ISSUE  OF  UNNECESSARY 
CATARACT  SURGERY.      AS  YOU  KNOW,   WE  HAVE  PREVIOUSLY  RECOMMENDED 
THAT  LEGISLATION  BE  ADOPTED  TO  REQUIRE  A  MANDATORY  SECOND 
SURGICAL  OPINION  PROGRAM  FOR  ELECTIVE  SURGERIES,    SUCH  AS  THESE, 
PAID  UNDER  MEDICARE.     WE  STILL  FIRMLY  BELIEVE  THAT  A  SECOND 
SURGICAL  OPINION  PROGRAM   IS  THE  BEST  WAY  TO  MAKE  BENEFICIARIES 
MORE  INFORMED  CONSUMERS  OF  HEALTH  CARE  SERVICES.     WE  ALSO 
STRONGLY  SUPPORT  THE  RECENT  DECISION  BY  THE  HEALTH  CARE 
FINANCING  ADMINISTRATION  TO  REQUIRE  PEER  REVIEW  ORGANIZATIONS 
TO  CERTIFY  THE  NEED  FOR  ALL  CATARACT  SURGERIES  PRIOR  TO  THE 
SURGERY  AS  A  VALUABLE  TOOL  IN  DETERRING  UNNECESSARY  SURGERY. 
THIS  WILL  BE  DONE  AS   PART  OF  THE  PROS'    THIRD  SCOPE  OF  WORK, 
CONCURRENT  WITH  THE  EXPANSION  OF  THEIR  REVIEW  ACTIVITY  TO  THE 
AMBULATORY  SETTING. 

THIS  CONCLUDES  MY  TESTIMONY.      I  AM  AVAILABLE  TO  ANSWER  YOUR 
QUESTIONS. 
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Chairman  Stark.  A  lot  of  private  insurance  companies  require 
second  opinions.  How  many  of  those  are  disqualified  for  primarily 
cataract  procedures?  Do  you  have  any  data  covering  that?  In  terms 
of  what  you  think  are  second  opinions,  what  would  mandatory 
second  opinions  yield  in  the  way  of  savings? 

Mr.  Mangano.  Within  our  study  50  percent  of  the  ophthalmol- 
ogists said  they  offered  second  opinions.  When  we  interviewed  the 
patients  we  found  20  percent  had  actually  received  them.  We  think 
that  there  would  be  a  number  of  surgeries  that  would  be  precluded 
because  cataract  condition  is  a  condition  that  grows  with  age  and 
there  would  be  a  number  of  cases  that  would  not  be  proceeding  to 
surgery  at  that  point.  But  in  terms  of  specific  figures,  I  don't  have 
any. 

Chairman  Stark.  If  you  assume  we  are  not  going  to  get  overutili- 
zation  or  at  the  worst,  we  are  going  to  get  premature  utilization, 
would  you  say  from  your  experience  in  the  studies  you  have  made 
and  the  contacts  you  have  made  that- there  is,  within  the  needs  of 
quality  care,  an  opportunity  for  the  medicare  system  to  save  some 
money  by  having  other  health  medical  care  delivery  professionals 
participate  in  this  procedure? 

Mr.  Mangano.  Assuming  the  quality  of  care  would  be  good,  I 
think  there  would  be,  because  optometrists  would  be  billing  at  a 
lower  rate  than  an  ophthalmologist  would  be.  One  of  the  problems 
that  the  Health  Care  Financing  Administration  needs  to  resolve  is 
that  it  hasn't  defined  as  of  yet — although  it  has  agreed  to  now — 
how  that  global  fee  should  be  split,  what  should  be  for  the  surgery 
and  what  should  be  included  in  the  postsurgery.  But  clearly  an  op- 
tometrist would  be  billing  at  a  lower  rate  than  an  ophthalmologist. 

Chairman  Stark.  I  suppose  both  sides  to  this  controversy  won't 
like  this  question,  but  is  it  conceivable  that  some  of  that  postopera- 
tive care  could  be  provided  at  even  a  lower  cost  by  a  specially 
trained  nurse  or  nurse  practitioner? 

Mr.  Mangano.  That  is  possible,  although  I  would  have  no  way  of 
knowing. 

Chairman  Stark.  You  didn't  run  into  that  in  any  of  your  

Mr.  Mangano.  That  is  correct.  We  did  not. 
Chairman  Stark.  Mr.  Gradison. 

Mr.  Gradison.  I  have  no  questions.  ~  " 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  You  say  that  you  have  concluded  that  there  might 
be  some  risk  involved  if  the  referral  was  made  by  an  ophthalmol- 
ogist to  an  optometrist  in  postsurgery  care.  What  do  you  mean  by 
risk? 

Ms.  Kemp.  When  we  looked  at  the— OTA  didn't  look  at  the 
actual  arrangements  between  actual  ophthalmologists  and  optom- 
etrists, but  did  identify  three  potential  risks  of  having  optometrists 
involved  in  the  postoperative  care  of  cataract  surgery  patients.  One 
is  reduced  continuity  of  care.  In  other  words,  if  the  surgeon  who 
does  a  patient's  surgery  also  provides  postoperative  care,  he  or  she 
would  be  familiar  with  any  problems  that  arose  during  the  surgery 
that  might  affect  the  postoperative  course.  So  to  the  extent  that 
continuity  of  care  is  enhanced  by  having  the  surgeon  provide  the 
postoperative  care,  that  is  one  risk. 
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Mr.  Pickle.  In  that  instance,  there  wouldn't  be  any  risk  if  the 
quahty  of  care  is  equal,  ophthalmologist  against  optometrist.  You 
are  just  assuming  that  if  the  care  wasn't  as  good  there  would  be  a 
risk,  but  if  the  care  is  as  good,  there  is  no  risk. 

Ms.  Kemp.  Certainly. 

The  second  potential  risk  is  reduced  consistency  of  care.  OTA 
identified  three  areas  of  clinical  training  that  were  different  for  op- 
tometrists and  ophthalmologists.  One  was  exposure  to  patients 
with  a  variety  of  medical  conditions,  which  an  ophthalmologist  gets 
during  medical  school.  The  second  was  exposure  to  patients  and 
the  management  of  patients  with  serious  eye  disease.  And  the  third 
was  the  management  of  patients  who  have  had  eye  surgery. 

Mr.  Pickle.  If  the  training  was  sufficient  then  there  is  no  risk 
involved. 

Ms.  Kemp.  We  have  not  evaluated  that. 
Mr.  Pickle.  What  is  your  third  point? 

Ms.  Kemp.  The  third  potential  risk  is  delays  in  care.  Delays  could 
arise  for  any  number  of  reasons.  For  example,  if  optometrists 
didn't  have  24  hour  availability  or  if  arrangements  were  not  made 
to  make  sure  that  the  patient  always  had  access  to  the  appropriate 
care  giver  or  if  the  ophthalmologist  were  some  distance  away  and 
it  took  time  to  get  there.  I  should  say  that  there  are  very  few  com- 
plications that  require  emergency  treatment  within  hours.  But  in  a 
few  cases,  such  as  endopthalmitis,  which  is  an  intraocular  infec- 
tion, treatment  must  begin  within  hours  to  prevent  blindness.  So 
for  a  very  small  number  of  patients,  a  delay  would  be  of  concern. 

Mr.  Pickle.  An  ophthalmologist  must  perform  presurgical  exami- 
nation. He  performs  the  operation  then,  if  he  recommends  it.  Then 
he  has  to  visit  the  patient  at  least  once  afterwards.  He  could  visit 
twice  or  three  times,  any  number  he  wanted  to.  If  an  ophthalmol- 
ogist gives  treatment  and  keeps  the  patient  that  he  operated  on 
until  he  is  released,  and  he  sees  him  10  times,  the  charge  for  that 
ophthalmologist  seeing  that  patient,  I  assume  it  would  be  essential- 
ly the  same  as  if  the  optometrist  did  the  same  number  of  visits. 
Their  rates  are  basically  the  same,  are  they  not? 

Ms.  Kemp.  Their  rates? 

Mr.  Pickle.  Yes.  The  reimbursement  rate  that  is  paid  for  post- 
operative care. 

Ms.  Kemp.  No.  I  don't  know.  We  didn't  specifically  look  into  the 
rates. 

Mr.  Pickle.  I  submit  to  you  I  have  a  feeling  the  overall  cost  to 
HCFA  is  essentially  the  same  whether  the  ophthalmologist  keeps 
that  patient  for  3,  5,  or  10  postoperative  visits  or  whether  he  refers 
him  to  an  optometrist  who  takes  it  over  from  there.  I  would  imag- 
ine the  cost  for  these  would  be  essentially  the  same. 

Ms.  Kemp.  Could  I  just  say  something?  The  cataract  surgery  is 
paid  for  by  a  global  fee  and  that  includes  some  number  of  postop- 
erative visits,  which  varies  from  carrier  to  carrier. 

Mr.  Pickle.  Essentially  I  would  imagine  it  would  be  about  the 
same.  Now,  I  would  be  interested  to  see  what  the  optometrists  will 
say  because  they  are  here  on  the  schedule  later.  It  seems  to  me 
that  your  concern  is  that  if  the  ophthalmologist  keeps  the  patient, 
he  then  must  give  time  to  that  patient  after  the  operation  for  2,  3, 
4,  5,  10  visits.  Therefore,  he,  the  ophthalmologist,  then  would  not 
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have  time  to  do  more  operations  for  which  he  could  charge  HCFA 
larger  sums  of  money.  He  makes  more  money  that  way. 
Ms.  Kemp.  Yes. 

Mr.  Pickle.  So  he  says,  OK,  we  will  get  rid  of  this  so  I  can  tend 
more  to  the  operations.  Now,  I  don't  know  whether  that  is  a  fact.  It 
seems  like  your  concern  is  that  you  want  to  keep  that  ophthalmol- 
ogist where  he  can't  be  free  to  do  a  lot  of  other  operations.  There- 
fore, he  won't  make  that  much  more  money.  I  don't  know  that  that 
is  your  concern,  but  it  would  seem  to  me  that  in  making  your  rec- 
ommendation you're  putting  it  on  the  basis  of  whether  the  optom- 
etrist is  qualified  or  not. 

I  want  to  hear  from  the  optometrists  to  see  what  their  answer  to 
this  is.  If  your  concern  is  just  you  are  trying  to  keep  that  ophthal-  I 
mologist  tied  down  where  he  can't  do  more  operations,  then  I  don't  i 
know  whether  I  am  too  impressed  about  your  theory  of  risk  or  the  | 
delay  or  that  type  of  thing. 

Ms.  Kemp.  Basically,  what  it  is  is  that  there  seems  to  be  a  ■■ 
change  in  medical  practice  occurring.  So  basically  what  OTA  is 
saying  is  that  without  evidence  that  this  change  will  not  adversely 
affect  quality  of  care,  that  we  might  want  to  be  cautious  in  pro- 
ceeding with  it. 

Mr.  Pickle.  But  if  it  doesn't  change  the  quality  of  care  it  doesn't 
make  any  difference  who  does  the  postoperative  service. 
Ms.  Kemp.  Right. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman.  - 

Chairman  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Mr.  Mangano,  you  state  that  in  the  sample,  those  who  perform 
their  own  followup  care  receive  an  average  of  $935,000  in  medical 
payment,  while  the  surgeons  who  refer  patients  to  optometrists  re- 
ceive $1.9  million  on  average  from  Medicare.  What  was  the  per 
case  differential? 

Mr.  Mangano.  I  don't  have  any  information  on  the  charge,  but 
the  volume  was  far  higher  obviously  on  the  ones  that  were  receiv- 
ing close  to  $2  million  per  year. 

Mrs.  Johnson.  Was  it  twice  what  the  other  pool  was? 

Mr.  Mangano.  Yes,  the  per  case  charge  was  essentially  the 
same.  All  of  the  difference  was  in  the  volume  factor,  so  it  was  more 
than  twice  as  high  in  the  case  of  those  ophthalmologists  who  used 
optometrists. 

Mrs.  Johnson.  Ms.  Kemp,  your  testimony  surprises  me  because 
in  my  conversations  with  ophthalmologists  and  optometrists,  they 
paint  a  picture  of  years  ago  working  very  closely  together.  Their 
comments  to  me  were  the  more  close  by  we  work  together,  the 
better  for  the  patients.  Because  for  some  patients  it  is  possible  to 
come  back  to  the  doctor  and  for  some  it  isn't. 

In  those  kinds  of  cases  you  described  that  you  are  concerned 
about,  where  there  might  be  a  serious  disease  or  a  patient  with  dia- 
betes or  other  complications,  certainly  that  is  not  the  kind  of  case 
an  ophthalmologist  is  going  to  refer  back  to  an  optometrist  for  tol- 
lowup  care.  So  it  seems  to  me  that  your  study  underestimates  the 
professional  relationship  between  optometrists  and  ophthalmol- 
ogists. Usually  they  are  very  closely  associated  in  communities,  it 
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may  be  with  the  growth  of  vision  care,  and  some  of  those  big  chain 
places,  that  those  relationships  aren't  the  same  any  more. 

But  what  people  have  been  coming  to  me  to  volunteer  is  to  en- 
courage us  all  to  work  together.  That  is  best  for  the  patient  and 
that  is  best  for  the  Government,  because  it  is  the  lowest  cost  combi- 
nation. They  seem  to  feel  that  their  training  was  certainly  suffi- 
cient to  know  when  the  postoperative  course  wasn't  normal  be- 
cause this  is  a  fairly  simple  routine  procedure,  and  usually  geo- 
graphically and  professionally,  they  were  in  good  communication. 

They  also  felt  there  was  some  advantage  for  them  to  do  followup 
care  because  it  gave  them  sort  of  an  indication  of  who  is  doing  good 
work  in  town,  frankly,  and  gave  them  an  opportunity  to  under- 
stand the  particular  capabilities  of  various  ophthalmologists  and  to 
some  extent,  refer  where  the  strengths  were  located. 

So  I  get  a  sense  of  much  closer  cooperation  in  the  past  and  from 
a  lot  of  sources,  saying  for  heavens  sakes,  try  not  to  particulate  and 
separate  out  this  system  like  government  likes  to  do. 

Ms.  Kemp.  Well,  it  may  be  that  the  arrangements  that  are  cur- 
rently in  place  are  fine.  In  fact,  there  are  some  things,  such  as 
having  the  surgeons  increase  their  volume,  do  a  larger  number  of 
surgical  procedures,  that  may  make  it  so  the  quality  of  the  surgery 
is  better  and  so  the  postoperative  course  is  better. 

I  am  just  saying  that  it  hasn't  been  fully  evaluated  and  that 
there  have  been  a  lot  of  changes  recently.  Also,  State  optometric 
license  laws  have  changed  significantly  in  the  last  3  or  4  years.  A 
number  of  States  have  changed  their  laws  to  allow  optometrists  to 
prescribe  therapeutic  drugs  in  addition  to  diagnostic  drugs,  so  the 
question  arises,  just  what  are  these  optometrists  going  to  be  doing? 
Are  they  going  to  be  just  recognizing  complications  and  then  refer- 
ring back  to  the  ophthalmologist  if  serious  or  other  complications 
arise,  or  are  they  going  to  take  responsibility  for  treating  the  com- 
plications? 

Mrs.  Johnson.  The  question  is  are  we  going  to  override  the  deci- 
sion of  States  in  that  regard?  As  a  former  State  legislator  who  had 
the  the  specific  responsibilities  of  overseeing  that,  I  know  how  diffi- 
cult it  is.  We  should  have  that  kind  of  difficult  issue  resolved  there. 
Do  you  want  to  comment? 

Mr.  Mangano.  No.  I  concur  with  what  you  are  saying. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  I  want  to  thank  the  panel  very  much  and  call 
our  next  witness.  Dr.  Hunter  Stokes  who  is  the  secretary  for  Gover- 
ment  relations  for  the  American  Academy  of  Ophthalmology. 

STATEMENT  OF  HUNTER  STOKES,  M.D.,  SECRETARY  FOR 
REPRESENTATION,  AMERICAN  ACADEMY  OF  OPHTHALMOLOGY 

Dr.  Stokes.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. 

My  name  is  Hunter  Stokes.  I  am  a  ophthalmologist  in  private 
practice  in  Florence,  SC,  and  the  secretary  for  representation  of 
the  American  Academy  of  Ophthalmology.  We  appreicate  the  oppor- 
tunity to  appear  before  this  committee  today  to  provide  comment 
on  studies  on  cataract  surgery  by  the  Office  of  Technology  Assess- 
ment and  the  Department  of  Health  and  Human  Services'  Inspec- 
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tor  General's  office.  Additionally,  the  academy  would  like  to  offer 
some  suggestions  to  improve  the  quality  of  health  care  delivery 
while  possibly  saving  Medicare  dollars. 

We  are  here  because  we  see  strong  sigTis  of  erosion  in  the  quality 
and  ethics  of  eye  care  under  the  Medicare  Program.  Cataract  sur- 
gery, one  of  the  most  frequently  performed  procedures  under  Medi- 
care, has  become  particularly  susceptible  to  unethical  behavior  and 
greed.  Not  only  on  the  part  of  a  small  number  of  operating  sur- 
geons, but  by  those  who  provide  related  care. 

The  academy's  ethics  require  ophthalmologists  to  provide  a  con- 
tinuum of  care  before,  during  and  after  surgery  until  the  patient 
has  recovered.  We  consider  that,  except  in  extraordinary  circum- 
stances, surgeons  who  do  not  provide  postoperative  care  for  their 
patients  are  violating  our  ethics,  and  abandoning  their  patients, 
and  jeopardizing  the  safety  and  complete  successful  rehabilitation 
of  our  senior  citizens  who  undergo  cataract  surgery.  Abandonment 
of  patients  is  a  very  serious  violation  of  our  code  of  ethics,  and  a 
violation  of  the  code  of  ethics  that  has  guided  members  of  the 
American  College  of  Surgeons  for  decades. 

Optometrists  who  knowingly  refer  their  cataract  patients  to  a 
particular  surgeon  because  he  will  split  the  cataract  fee,  granting 
the  optometrist  an  opportunity  to  bill  Medicare  before  the  end  of 
the  postoperative  recovery  period,  are  as  unethical  and  as  motivat- 
ed by  greed  as  the  surgeon  with  whom  they  establish  this  relation- 
ship. 

As  a  membership  organization,  we  are  limited  in  our  ability  to 
enforce  ethical  behavior.  However,  the  Medicare  Program  can  pre- 
vent these  arrangements  from  continuing.  Medicare  patients  must 
not  become  barter  for  the  purpose  of  generating  surgical  fees  or  op- 
tometric  office  visit  fees.  We  strongly  recommend  that  Chairman 
Stark's  referral  bill,  currently  under  consideration  by  this  commit- 
tee, be  amended  to  clearly  identify  and  prohibit  referral  arrange- 
ments where  the  surgeon  splits  his  fee  in  order  to  induce  referrals, 
and  where  the  optometrist  has  a  financial  incentive  to  refer  to  a 
particular  surgeon  so  the  optometrist  can  bill  Medicare  for  office 
visits  in  the  immediate  postoperative  period. 

Cataract  surgery  enjoys  a  relatively  low  rate  of  serious  complica- 
tions, because  of  the  medical  and  clinical  advances  introduced  by 
ophthalmologists  during  the  last  10  years.  Nonetheless,  there  are 
many  complications  that  can  result  in  decreased  vision,  or  aggra- 
vate the  patient's  other  existing  medical  conditions. 

The  Office  of  Technology  Assessment  reported  that  complications 
may  occur  in  about  30  percent  of  cataract  surgery  patients.  OTA 
said: 

The  successes  of  cataract  surgery  in  terms  of  improving  vision  are  achieved  not 
just  because  of  the  good  preoperative  management  and  the  technical  quality  of  the 
surgical  procedures,  but  also  because  of  the  successful  postoperative  management  of 
the  ocular  complications  that  develop. 

Considering  there  are  over  a  million  surgeries  a  year,  even  if 
half  of  that  need  additional  treatment,  if  the  traditional  postopera- 
tive treatment  changes,  and  some  ophthalmologists  do  not  see  their 
patients  postoperatively,  we  are  fearful  that  cataract  surgery  s 
high  success  rate  will  slip. 
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Since  quality  can  be  difficult  to  measure,  the  OTA  attempted  to 
assess  whether  ophthalmologists  who  relinquish  postoperative  care 
were  compromising  the  quality  of  care  their  patients  might  receive. 
The  OTA  focused  on  deficiencies  in  the  nonmedical  training  of  op- 
tometrists. The  study  was  a  positive  step  although  we  believe  their 
findings  justify  stronger  conclusions. 

The  OTA  report  did  conclude,  as  mentioned,  that  optometric 
training  does  not  give  optometrists  the  medical  and  surgical  skills 
needed  to  manage  certain  postoperative  complications  of  cataract 
surgeries.  We  are  disappointed  that  some  of  our  colleagues,  oph- 
thalmologists, who  are  well  aware  of  the  potential  risks  to  the  pa- 
tient in  not  recognizing  underlying  treatment  or  complications,  are 
nonetheless  willing  to  relinquish  postoperative  care  to  independent 
optometrists  for  the  purpose  of  maintaining  a  flow  of  surgical 
cases. 

We  are  equally  disappointed  that  some  optometrists  are  willing 
to  buy  into  these  arrangements,  or  to  initiate  arrangements  for 
monetary  gain  to  the  possible  detriment  of  their  patients.  Some  op- 
tometrists are  attempting  to  justify  these  unethical  arrangements 
by  claiming  State  licensure  to  prescribe  a  limited  number  of  drugs, 
subject  to  carefully  defined  limitations,  is  equivalent  to  licensure  to 
provide  postsurgical  medical  treatment.  There  are  very  important 
differences  between  the  permission  to  prescribe  medications  and 
the  ability  to  decide  on  postoperative  treatment. 

OTA  examined  the  limitations  and  variations  in  optometric 
training.  The  IG  report  underscores  this,  and  recommends  that 
State  optometry  boards  should  move  toward  the  ''development  of  a 
high  quality,  standardized  national  clinical  examination.  The  exist- 
ence of  separate  clinical  examinations  suggest  that  the  professional 
community  cannot  agree  on  the  minimum  level  of  knowledge  and 
skills  necessary  to  practice  optometry  across  the  country." 

Failures  in  care  and  disciplinary  action  may  not  be  widely  re- 
ported or  easily  documented  in  Medicare  but  it  is  obvious  that  they 
do  exist  and  that  the  quality  of  care  could  be  jeopardized  when  a 
patient  doesn't  receive  traditionally  accepted  postoperative  care 
from  the  surgeon. 

For  example,  in  the  Senate  Aging  Committee  hearing  last  year 
two  patients  were  blinded  by  postoperative  complications  that 
might  have  been  alleviated  if  they  had  received  immediate  care 
from  an  ophthalmologist,  if  they  had  known  that  the  optometrist 
was  not  fully  qualified  to  provide  postoperative  care,  or  if  the  op- 
tometrist had  in  either  case  been  willing  to  refer  or  had  been  able 
to  recognize  that  he  didn't  know  what  he  was  looking  at. 

This  committee  addressed  the  volume  issue  a  few  years  ago  in 
enacting  the  PRO  precertification  and  second  opinion  program. 
Cataract  surgery  was  mentioned  in  the  legislative  history  as  a 
target  for  the  program,  and  as  of  the  first  of  this  month,  most  cata- 
ract surgery  performed  in  the  United  States  is  subject  to  prior  au- 
thorization. 

As  you  know,  the  second  opinion  phase  has  not  been  implement- 
ed. We  recognize  the  purpose  of  preapproval  in  order  to  control  un- 
necessary utilization,  but  we  believe  it  is  only  a  first  step.  The 
academy  has  doubts  the  current  criteria  adopted  by  the  process 
will  have  any  meaningful  effect  on  controlling  the  volume  of  sur- 
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gery,  particularly  the  PRO's  reliance  on  a  quantitative  visual 
acuity  measure. 

Just  last  week  in  Iowa,  the  Iowa  Academy  of  Opthalmology  noti- 
fied the  PRO  of  its  willingness  to  perform  random,  second  opinions 
on  cataract  surgery  and  even  to  assist  in  funding  the  program  if 
necessary.  If  the  second  opinion  disagrees,  Medicare  would  not  pay 
for  the  operation,  the  Iowa  Academy  suggested.  If  five  denials  were 
made  on  a  patient  of  one  ophthalmologist  he  might  be  subject  to 
Medicare  sanctions.  This  proposal  has  not  been  fine  tuned  but  the 
Iowa  PRO  is  considering  its  contract  to  HCFA  to  be  modified  to 
allow  such  a  program. 

I  think  this  effort,  along  with  the  academy  board's  recent  approv- 
al of  a  policy  statement  that  a  random  second  opinion  program 
might  be  an  effective  tool  in  addressing  an  appropriate  surgery, 
demonstrates  the  willingness  of  ophthalmologists  to  undergo  scruti- 
ny previously  unknown  in  the  Medicare  program,  in  order  to  try  to 
correct  what  is  presently  an  unacceptable  situation. 

Evidence  of  fee  splitting  and  referral  arrangements  led  the  writ- 
ers of  the  AARP's  magazine  to  caution  seniors  last  month  to  seek  a 
second  opinion  before  the  cataract  surgery  and  then  said. 

Ask  your  optometrist  why  he  favors  a  specific  eye  doctor.  Ask  your  primary  physi- 
cian for  the  name  of  a  second  eye  doctor.  Ask  for  an  appointment  with  the  eye 
doctor  before  surgery.  Ask  the  ophthalmologist  if  he  will  handle  your  postoperative 
care.  If  he  won't,  ask  why.  If  he  can't,  insist  another  doctor  do  it  in  his  absence. 

Despite  clear  Federal  and  State  statutory  language,  HCFA  has 
broadly  interpreted  the  vision  services  provision  to  allow  optom- 
etrists to  bill  for  services  provided  to  cataract  patients.  They  are 
concerned  about  duplicate  payments  only  and  perhaps  not  as  con- 
cerned about  the  quality  of  care.  Not  only  is  the  fee  splitting  policy 
promoting  what  we  believe  to  be  unethical  care  of  questionable 
quality,  but  it  is  not  even  achieving  its  goal  of  preventing  duplicate 
billing. 

We  are  disappointed  the  IG  report  didn't  go  into  the  issue  of 
access.  I  think  it  is  preposterous  that  patients  today  may  be  greatly 
inconvenienced,  traveling  many  miles  in  order  to  have  surgery  per- 
formed by  a  fee  splitting  ophthalmologist  passing  by  well  estab- 
lished ophthalmologists  qualified  to  perform  the  cataract  surgery 
and  followup  care.  We  suggest  the  IG  conduct  more  of  a  study  into 
this  issue. 

The  recommendations  we  make,  Mr.  Chairman,  in  closing,  are 
No.  1,  we  ask  you  to  direct  HCFA  to  prohibit  the  unbundling  of  the 
global  fee  for  cataract  surgery  and  prohibit  the  use  of  the  modifier 
when  the  operating  surgeon  or  surgeon  of  similar  competence  does 
not  provide  the  postoperative  care. 

No.  2,  to  provide  specific  provisions  in  your  referral  legislation  to 
clearly  identify  and  prohibit  referral  arrangements,  and  finally,  to 
explore  the  feasibility  of  a  random  second  opinion  program  for  cat- 
aract surgery  under  Medicare. 

Thank  you,  sir. 

[The  statement  of  Dr.  Stokes  follows:] 
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TESTIMONY  OF  HUNTER  STOKES 
AMERICAN  ACADEMY  OF  OPHTHALMOLOGY 

My  name  is  Hunter  Stokes,  MD.     I  am  an  ophthalmologist  in  private 
practice  in  Florence,  South  Carolina,  and  the  Secretary  for 
Representation  of  the  American  Academy  of  Ophthalmololgy .  The 
Academy  represents  16,000  or  more  than  95  percent  of 
ophthalmologists  in  the  U.S.     We  appreciate  the  opportunity  to 
appear  before  this  Committee  today  to  provide  comment  on  studies 
on  cataract  surgery  by  the  Office  of  Technology  Assessment  and 
the  Department  of  Health  and  Human  Services'  Inspector  General's 
Office.     Additionally,  the  Academy  would  like  to  offer  some 
suggestions  to  improve  the  quality  of  health  care  delivery  while 
possibly  saving  Medicare  dollars. 

We  are  here  because  we  see  strong  signs  of  erosion  in  the  quality 
and  ethics  of  eye  care  under  the  Medicare  program.  Cataract 
surgery,  one  of  the  most  frequently  performed  procedures  under 
Medicare,  has  become  particularly  susceptible  to  unethical 
behavior  and  greed.     Not  only  on  the  part  of  a  small  number  of 
operating  surgeons,  but  by  those  who  provide  related  care. 

The  Academy  stands  by  its  code  of  ethics.     Our  ethics  require 
ophthalmologists  to  provide  a  continuum  of  care:     before,  during 
and  after  surgery  until  the  patient  has  recovered.     We  consider 
that,  except  in  extraordinary  circumstances,  surgeons  who  do  not 
provide  post-operative  care  for  their  patients,  or  who  do  not 
arrange  for  another  surgeon  to  provide  post-operative  care  before 
the  surgery  takes  place,  with  the  knowledge  and  consent  of  the 
patient,  are  violating  our  ethics,  and  abandoning  their  patients, 
and  jeopardizing  the  safety  and  complete,  successful 
rehabilitation  of  our  senior  citizens  who  undergo  cataract 
surgery.     Abandonment  of  patients  is  a  very  serious  violation  of 
our  code  of  ethics,  and  a  violation  of  the  code  of  ethics  that 
has  guided  the  members  of  the  American  College  of  Surgeons  for 
decades . 

Optometrists  who  knowingly  refer  their  cataract  patients  to  a 
particular  surgeon  because  he  will  split  the  cataract  fee, 
granting  the  optometrist  an  opportunity  to  bill  Medicare  before 
the  end  of  the  post-operative  recovery  period,  are  as  unethical 
and  as  motivated  by  greed  as  the  surgeon  with  whom  they  establish 
this  relationship. 

As  a  membership  organization,  we  are  limited  in  our  ability  to 
enforce  ethical  behavior.     However,  the  Medicare  program  can 
prevent  these  arrangements  from  continuing.     Medicare  patients 
must  not  become  barter  for  the  purpose  of  generating  surgical 
fees  or  optometric  office  visit  fees.     We  strongly  recommend  that 
Chairman  Stark's  referral  bill,  currently  under  consideration  by 
this  committee,  be  amended  to  clearly  identify  and  prohibit 
referral  arrangements  where  the  surgeon  splits  his  fee  in  order 
to  induce  referrals,  and  where  the  optometrist  has  a  financial 
incentive  to  refer  to  a  particular  surgeon  so  the  optometrist  can 
bill  Medicare  for  office  visits  in  the  immediate  post-operative 
period. 


Complications  in  the  Post-operative  Period.     We  are  truly 
concerned  about  the  quality  of  care  provided  to  cataract 
patients.     The  post-operative  period  represents  the  time  of 
highest  risk  to  the  patient  for  complications.     These  are  best 
treated  by  the  operating  surgeon  who  is  intimately  aware  of  the 
unique  characteristics  of  the  operative  eye  and  the  immediate 
effects  of  his/her  surgery.     We  feel  it  is  irresponsible  and 
inappropriate  for  anyone  unfamiliar  with  surgical  procedure  and 
its  possible  complications  to  attempt  to  manage  patients  during 
the  post-operative  period. 

Cataract  surgery  enjoys  a  relatively  low  rate  of  serious 
complications,  because  of  the  medical  and  clinical  advances 
introduced  by  ophthalmologists  during  the  last  10  years. 
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Nonetheless,  there  are  many  complications  that  can  result  in 
decreased  vision,  or  aggravate  the  patient's  other  existing 
medical  conditions. 

The  Office  of  Technology  Assessment  reported  that  complications 
may.  occur  in  about  30^  percent  of  cataract  patients  (p.  43).  OTA 
said:     "...the  successes  of  cataract  surgery  in  terms  of 
improving  vision  are  achieved  not  just  because  of  the  good 
preoperative  management  and  the  technical  quality  of  the  surgical 
procedures  but  also  because  of  the  successful  postoperative 
management  of  the  ocular  complications  that  develop."     (p.  44) 

OTA  also  cautioned  that,  while  cataract  surgery  is  generally 
cited  as  being  94-  to  96  percent  successful,  "it  is  important  to 
note  that  these  figures  are  based  on  care  provided  by 
ophthalmologists  and  give  no  indication  of  how  many  surgical  or 
postoperative  ocular  complications  or  other  problems  were  dealt 
with  before  the  final  outcome  was  achieved."     (p.  37) 

When  one  considers  that  the  yearly  volume  of  cataract  surgery 
cases  is  more  than  one  million,  and  that  30  percent  suffer  some 
identifiable  complication,  even  half  that  amount  could  mean 
150,000  patients  per  year  needing  medical  intervention.     If  the 
traditional  post-operative  treatment  changes,  and  some 
ophthalmologists  do  not  see  their  patients  post-operatively ,  we 
are  fearful  that  cataract  surgery's  high  success  rate  will  slip, 
and  tens  of  thousands  of  patients  may  be  deprived  of  a  better 
result. 

Because  most  cataract  surgeries  are  performed  on  an  outpatient 
basis,  there  is  no  centralized  point,  such  as  the  hospital 
medical  record,  to  easily  review  the  patient's  post-surgical 
recuperation.     Therefore,  it  has  been  difficult  to  document  the 
level  of  post-operative  complications  suffered  by  patients  who 
are  not  treated  by  their  surgeon  following  cataract  surgery. 

OTA's  report  evaluated  the  possible  differences  in  the  quality  of 
cataract  surgery  between  the  traditional  approach,  and  the 
approach  of  a  surgeon  who  does  not  provide  a  comprehensive, 
traditional  pattern  of  care.     The  report  concluded  that  the 
operating  surgeon  should  see  the  patient  before  surgery  and 
following  the  surgery,  through  the  completion  of  the  post- 
operative period. 

Evaluating  the  Quality  of  Post-operative  Care.     Since  quality  can 
be  difficult  to  measure,  OTA  attempted  to  assess  whether  those 
ophthalmologists  who  relinquished  post-operative  care  to 
optometrists  were  compromising  the  quality  of  care  their  patients 
might  otherwise  receive.     OTA  focused  on  the  deficiencies  in  the 
non-medical  training  of  optometrists.     OTA's  study  was  a  positive 
step,  although  we  believe  that  their  findings  justified  stronger 
conclusions . 

The  OTA  report  concludes:     "...Cautious  medical  practice  suggests 
we  should  be  aware  of  the  potential  ris)cs  of  giving  optometrists 
an  expanded  role  in  providing  postoperative  care  for  cataract 
surgery  patients.     Moving  away  from  the  traditional  model  of 
care... runs  the  risk  of  reducing  the  quality  of  care  patients 
receive. "     (p.  62 ) . 

The  OTA  report  also  concludes:     "Optometric  training  does  not 
give  optometrists  the  medical  or  surgical  skills  needed  to  manage 
certain  postoperative  complications  of  cataract  surgery."  (p. 
61)  . 

Despite  claims  by  optometrists  that  they  can  "treat"  patients, 
they  do  not  have  the  training  to  determine  the  implications  of 
various  post-operative  conditions,  such  as  the  level  of  swelling, 
bleeding,  pain,  increased  ocular  pressure,  and  reaction  to 
medications,  and  impact  on  other  medical  conditions  that  may  be 
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present,  nor  the  ability  to  determine  and  initiate  the 
appropriate  treatment. 

Furthefmore,  a  report  on  ophthalmology/optometry  relationships 
drafted  by  the  HHS  Inspector  General's  Office  quotes  optometrists 
as  saying  they  only  provide  "routine"  follow-up  care,  and  would 
refer  any  "significant"  complications  to  the  operating  surgeon. 
The  OTA  report  explains  how  such  an  arrangement  could  lead  to 
serious  complications  and  crucial  delays  and  that  optometrists, 
who  do  not  have  the  24-hour,  7-day-per-week  coverage  expected  of 
surgeons,  are  therefore  not  usually  available  for  immediate 
consultation  if  complications  should  arise  after  business  hours. 

We  are  disappointed  that  some  of  our  colleagues  — 
ophthalmologists  who  are  well  aware  of  the  potential  risks  to  the 
patient  in  not  recognizing  or  delaying  treatment  of  complications 
--  are  nonetheless  willing  to  relinquish  post-operative  care  to 
independent  optometrists  for  the  purpose  of  maintaining  a  flow  of 
surgical  cases.     We  are  equally  disappointed  that  some 
optometrists  are  willing  to  buy  into  these  arrangements,  or 
indeed  to  initiate  such  arrangements  for  monetary  gain,  to  the 
possible  detriment  of  their  patients . 

Some  optometrists  are  attempting  to  justify  these  unethical 
referral  arrangements  by  claiming  that  state  licensure  to 
prescribe  a  very  limited  number  of  drugs,  subject  to  carefully 
defined  limitations,  is  equivalent  to  licensure  to  provide  post- 
surgical medical  treatment.     There  are  very  important  differences 
between  the  permission  to  prescribe  medications  and  the  ability 
to  decide  on  post-operative  treatment. 

Some  of  the  drugs  that  some  optometrists  are  permitted  to  use  in 
a  few  states  happen  to  include  some  of  the  medications  that  may 
be  prescribed  by  ophthalmologists  following  cataract  surgery. 
However,  this  limited  legislative  permission  does  NOT  grant 
optometrists  the  ability  to  make  a  medical  determination 
regarding  the  appropriate  use  of  the  drugs  or  other  medical  or 
surgical  interventions  necessary  during  the  post-surgical 
recovery  period. 

Furthermore,  a  study  by  the  IG's  office  on  state  licensure  and 
discipline  of  optometrists,  found  that  "the  most  frequent 
specific  violations  [resulting  in  disciplinary  action  by  the 
board  of  optometry]   . . .  included  unlawful  use  of  TPAs 
[therapeutic  pharmaceutical  agents],  unlawful  delegation  of 
authority  to  opticians  and  other  personnel,  and  inadequate 
patient  examination.     [emphasis  added]     ...  Ten  percent  of  the 
respondents  cited  clinical  misjudgment  as  the  most  common  type  of 
violation,  and  17  percent  as  the  second  most  common  type."  (p. 
16) 

The  IG's  report  goes  on  to  say  that  consumers  are  the  major 
source  of  these  disciplinary  actions.     "In  80  percent  of  the 
states,  optometry  board  representatives  reported  that  such 
actions    are  attributable  to  consumer  complaints  more  than  to  any 
other  source."     (p.  17) 

OTA  examined  the  limitations  and  variations  in  optometric 
training.     The  IG  report  underscores  this,  and  recommends  that 
state  optometry  boards  should  "move  toward  the  development  of  a 
high-quality,  standardized  national  clinical  examination....  from 
a  51-state  perspective,  the  existence  of  separate  clinical 
examinations  . . .  suggest  that  the  professional  community  cannot 
agree  on  the  minimum  level  of  knowledge  and  skills  necessary  to 
practice  optometry."     (p.  21)   [emphasis  added] 

Failures  in  care  and  disciplinary  actions  may  not  be  widely 
reported,  or  easily  documented  by  the  Medicare  progrsim.     But  it 
is  obvious  that  they  do  exist,  and  that  the  quality  of  care  could 
be  jeopardized  when  the  patient  does  not  receive  traditionally- 
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accepted  post-operative  care  from  the  surgeon. 

For  example,  the  Senate  Aging  Committee  heard  testimony  last  year 
from  two  cataract  patients  who  were  blinded  by  post-operative 
complications  that  might  have  been  alleviated  if  they  had 
received  immediate  care  from  an  ophthalmologist--if  they  had 
known  that  the  optometrist  was  not  fully  qualified  to  provide 
complete  post-operative  care,  or  if  the  optometrist  had  in  either 
case  been  willing  to  refer,  or  had  been  able  to  recognize  that  he 
did  not  know  what  he  was  looking  at. 

Volume  Effects  of  Referral  Relationships.     This  committee,  and 
the  Medicare  program  should  be  concerned  not  only  about  the 
ethical  and  quality  of  care  compromises  which  may  arise  from 
cataract  fee-splitting,  but  about  the  significantly  higher  volume 
of  surgeries  performed  by  ophthalmologists  who  have  their 
patients  channeled  in  by  optometrists. 

The  Inspector  General's  report  on  ophthalmology/optometry 
relationships  found:     "There  is  a  direct  correlation  between  the 
existence  of  referral  arrangements  and  the  use  of  optometrists 

for  follow-up  care  The  inspection  found  that  46  percent  of  the 

highest-paid  ophthalmologists  sampled  allow  optometrists  to 
provide  postoperative  care  to  their  cataract  surgery  patients,  in 
contrast  to  10  percent  of  those  in  the  mid-range  of  payments." 
(p.  ii)      While  these  figures  represent  a  very  small  sample  of 
surgeons  who  were  selected  for  their  particularly  high  volume  of 
surgery,  we  would  agree  with  the  IG's  conclusion  and  its 
recommendation  that  HCFA  develop  a  mechanism  to  identify  the  high 
volume  surgeons  who  refer  patients  to  optometrists  for  post- 
operative care. 

This  Committee  addressed  the  volume  issue  a  few  years  ago  in  the 
enactment  of  a  Peer  Review  Organization  pre-certification  and 
second  opinion  program  for  high  volume,  elective  procedures. 
Cataract  surgery  was  mentioned  in  the  legislative  history  as  one 
target  for  this  program.     As  of  April  1,  most  of  the  cataract 
surgery  performed  in  the  U.S.  will  be  subject  to  a  prior 
authorization.     However,  as  you  know,  the  second  opinion  phase 
has  not  been  implemented. 

While  we  recognize  the  purpose  of  the  pre-approval  system  and 
applaud  the  Committee  for  their  efforts  to  control  unnecessary 
utilization,  we  believe  that  this  is  only  the  first  step.  The 
Academy  has  serious  doubts  that  the  current  criteria  adopted  by 
the  PROS  will  have  any  meaningful  effect  on  controlling  the 
volume  of  proposed  cataract  surgery,  particularly  the  PROs ' 
reliance  on  a  quantitative  visual  acuity  measure.  Unfortunately, 
those  few  physicians  who  have  gamed  the  system  in  the  past,  will 
quickly  find  a  way  to  get  around  the  new  pre-approval  system. 

We  have  recommended  to  HCFA  that  ,approval  only  be  granted  if, 
among  other  requirements,  the  operating  surgeon  would  certify 
that  he/she  or  another  ophthalmologist  would  provide  post- 
operative care  for  90  days  following  cataract  surgery.     Such  a 
certification  would  accomplish  two  goals:     first,  to  assure 
quality  patient  care,  and  second,  to  reduce  overutilization  by 
surgeons  who  build  their  surgical  volume  by  abandoning  their 
patients . 

Just  last  week,  the  Iowa  Academy  of  Ophthalmology  notified  the 
Iowa  state  PRO  of  its  willingness  to  perform  random  second 
opinions  on  cataract  patients,  and  even  to  assist  in  funding  the 
program,  if  necessary.     If  the  second  opinion  disagrees,  Medicare 
would  not  pay  for  the  operation,  the  Iowa  Academy  suggested.  If 
five  denials  were  made  on  the  patients  of  one  ophthalmologist, 
then  he  might  be  subject  to  Medicare  sanctions.     This  proposal 
has  not  been  fine-tuned  yet,  but  the  Iowa  PRO  is  considering 
amending  its  contract  to  allow  such  a  program. 
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I  think  that  this  effort,  along  with  the  Academy  Board's  recent 
approval  of  a  policy  statement  that  a  random  second  opinion 
program  might  be  an  effective  tool  in  addressing  inappropriate 
cataract  surgery,  demonstrates  the  willingness  of 
ophthalmologists  to  undergo  scrutiny  previously  unknown  in  the 
Medicare  program,  in  order  to  try  to  correct  what  is  presently  an 
unacceptable  situation. 

The  virtue  of  a  second-opinion  program  is  the  ability  for  another 
surgeon  to  discuss  the  proposed  cataract  surgery  face-to-face 
with  the  patient.     We  have  anecdotal  reports  that  patients  may  be 
pressured  or  frightened  into  cataract  surgery,  not  being  fully 
aware  of  the  nature  of  the  condition.     Also,  they  may  not  be 
aware  of  the  differences  between  an  ophthalmologist's  and 
optometrist's  follow-up  care.     Nor  that  their  optometrist  is 
referring  them  to  a  particular  surgeon  because  of  private 
arrangements  that  assure  fee-splitting  during  the  post-operative 
recovery  period. 

Such  arrangements  are  documented  in  the  IG's  draft  report  on 
ophthalmology/optometry  relations  (p.  7).     Also,  an  extensive 
list  of  questionable  practices  was  developed  last  year  by  Senate 
Aging  Committee  minority  investigative  staff  (attached). 

These  practices  led  the  writers  of  AARP's  magazine.  Modern 
Maturity,  to  caution  seniors  to  seek  a  second  opinion  before 
cataract  surgery  and  then:     "ask  your  optometrist  why  he  favors  a 
specific  eye  doctor.     Ask  your  primary  physician  for  the  name  of 
a  second  eye  doctor.     Ask  for  an  appointment  with  the  eye  doctor 
before  surgery.     Ask  the  ophthalmologist  if  he  will  handle  your 
postoperative  care.     If  he  won't,  ask  why.     If  he  can't,  insist 
that  another  eye  doctor  do  it  in  his  absence." 

Statutory  Authority.     In  1980,  when  legislation  was  first  enacted 
to  allow  optometrists  to  bill  Medicare  for  "aphakia"  services  -- 
services  to  patients  who  had  had  their  cataract  lens  removed  — 
there  was  lengthy  discussion  among  the  lawmakers  regarding  the 
appropriate  terminology  to  describe  the  expansion  of  coverage. 
At  that  time.  Congress  agreed  that  optometrists  were  not  handing 
the  medical  management  of  the  post-surgical  patient  to  a  non- 
physician,  but  that  cataract  patients,  once  released  by  the 
operating  surgeon,  could  receive  services  from  optometrists  under 
Medicare.     Congress  was  very  exact  in  its  wording  of  the  law, 
saying  that  the  coverage  was  for  "services  related  to  the 
condition  of  aphakia"  (absence  of  the  natural  lens),  not  for  the 
treatment  of  aphakia.     These  services  typically  would  involve 
prescribing  correctional  lenses. 

Indeed,  in  the  further  expansion,  which  we  note  the 
Administration  opposed,  the  1986  law  extends  Medicare  coverage  to 
"services  for  which  optometrists  are  licensed  by  their  states  to 
provide."    Again,  Congress  refers  to  services,  not  treatment.  No 
state  licenses  optometrists  to  perform  surgical  care;  the  license 
to  perform  surgical  care  is  granted  only  to  M.D.s,  by  the  state 
board  of  medical  license,  with  specific  privileges  to  perform 
specific  medical  and  surgical  procedures  granted  by  the 
individual  hospital  board. 

Post-operative  care  of  a  surgical  patient  is  part  of  the  medical 
license.     Ophthalmologists  who  relinquish  post-surgical  care  to  a 
non-M.D.,  not  under  their  direct  supervision  and  employ,  should 
have  their  medical  license  challenged.     Further,  in  no  state  does 
the  optometric  practice  act  specifically  permit  the  treatment  of 
post-surgical  patients,  and  in  every  state  the  optometric 
practice  act  excludes  "surgical"  privileges. 

Despite  very  clear  state  and  federal  statutory  language,  HCFA  has 
broadly  interpreted  the  Medicare  "vision  services"  provision  to 
allow  optometrists  to  bill  for  services  provided  to  cataract 
patients  during  the  immediate  post-operative  period.  Apparently 
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concerned  about  the  possibility  of  duplicate  payments  only  (and 
not  about  the  dubious  quality  of  care),  HCFA  issued  payment 
guidelines  that  permit  the  splitting  of  the  global  fee,  if  the 
operating  surgeon  adds  a  modifier  to  the  cataract  surgery  code. 

No  other  surgical  procedure  performed  on  Medicare-aged  patients 
is  subject  to  a  similar  fee-splitting  arrangement  between  surgeon 
and  non-M.D.     Only  infrequently  does  a  surgeon  split  the  post- 
operative care  with  another  physician,  and  never  is  this  critical 
responsibility  offered  by  Medicare  as  a  reward  to  a  non-M.D., 
except  after  cataract  surgery. 

Not  only  is  HCFA's  fee-splitting  policy  promoting  what  we  believe 
to  be  unethical  care  of  questionable  quality,  but  it  is  NOT  even 
achieving  its  goal  of  preventing  duplicate  billing.     The  IG's 
draft  report  on  ophthalmology/ optometry  relationships  documents 
that  Medicare  carriers  are  paying  for  optometric  services  billed 
during  the  post-operative  period,  even  in  cases  where  the 
operating  surgeon  charged  a  global  fee  for  the  cataract 
procedure.     The  report  said:     "This  60  percent  rate  [of  duplicate 
billings  by  optomerrists ]  indicates  a  potential  vulnerability 
which  is  much  greater  than  the  small  overpayment  found  in  this 
study . "     ( p .  5 ) 

Access  to  Follow-up  Care.     Some  unethical  ophthalmologists 
attempt  to  rationalize  their  fee-splitting  based  on  the  distance 
the  patients  must  travel  for  surgery  and  the  "convenience"  of 
being  seen  after  surgery  in  their  own  community  by  a  local 
optometrist.     We  do  not  buy  this  argument.     Many  studies  have 
pointed  to  an  adequate,  perhaps  over-supply  of  specialists,  such 
as  ophthalmologists.     A  zip  code  study  of  ophthalmologists 
conducted  by  the  Academy  shows  that  we  are  well  distributed  into 
rural  areas,  and  that  more  than  99  percent  of  the  total 
population  is  within  an  hour's  drive  of  an  ophthalmologist.  So, 
access  is  NOT  an  excuse  for  fee-splitting. 

We  are  somewhat  disappointed  that  the  IG's  report  did  not  go  into 
the  issue  of  access,  since  they  had  the  requisite  information  to 
check  rhe  location  of  the  patient's  home,  the  distance  traveled 
to  the  optometrist,  the  distance  traveled  to  the  operating 
ophthalmologist,  and  whether  there  were  any  ophthalmologists 
located  close  enough  to  provide  both  surgical  and  post-operative 
care.     I  think  it  is  preposterous  that  patients  today  may  be 
greatly  inconvenienced,  traveling  many  miles  in  order  zo  have 
surgery  performed  by  a  fee-splitting  ophthalmologist--passing 
well-established  ophthalmologists  qualified  to  perform  cataract 
surgery  and  follow-up  care.      We  suggested  that  the  IG  conduct 
more  study  into  this  issue. 

Recommendations .     Because  we  sense  that  HCFA  believes  it  is 
interpreting  the  law  according  to  Congressional  intent,  we  are 
coming  to  you  today,  to  request  that  Congress  give  more  explicit 
direction  to  HCFA.     Specifically,  we  urge  you  to: 

(1)  Prohibit  the  unbundling  of  the  global  fee  for  cataract 
surgery,  and  prohibit  the  use  of  the  modifier  when  the  operating 
surgeon  or  a  surgeon  of  similar  competence  does  not  provide  the 
post-operative  care.     This  is  the  way  other  procedures  are 
handled  under  Medicare:     independent  non-physicians  do  not 
provide  or  bill  for  post-operative  services  under  Medicare  for 
any  other  operation.      A  uniform  global  fee  period  should  be 
established  (90  days  is  a  recognized  standard  timeframe  for 
surgical  post-operative  recovery) ,  and  it  should  be  made  clear  to 
surgeons  that  they  cannot  abandon  their  patients  to  a  non- 
physician. 

(2)  Include  specific  provisions  in  Chairman  Stark's  Medicare 
referral  legislation  to  clearly  identify  and  prohibit  referral 
arrangements  where  the  surgeon  splits  his  fee  and/or  offers  other 
inducements  to  refer  cataract  patients,  and  where  the  optometrist 
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gains  by  billing  for  office  visits  in  the  immediate  post- 
operative recovery  period.     The  legislation  should  clearly 
prohibit  the  referral  by  optometrists  to  surgery  centers  in  which 
the  optometrists  have  a  financial  interest. 

(3)     Explore  the  feasibility  of  a  random  second  opinion  program 
for  cataract  surgery  under  Medicare. 

We  believe  that  these  recommendations  will  aid  in  preventing  the 
small  number  of  unethical  ophthalmologists  from  compromising  the 
quality  of  cataract  patient  care,  and  help  to  control  unnecessary 
cataract  surgery.     We  hope  that  raising  Medicare's  billing 
standards  to  our  level  of  ethical  standards  will  improve  care, 
save  federal  dollars,  and  rebuild  patient  confidence  in  the 
government  and  in  their  ophthalmologists  and  optometrists. 

Thank  you  for  this  , opportunity  to  present  our  views . 
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susceptible.  "We've  got  to  do  more 
to  reach  the  people  where  they  are — 
churches,  organizations,  community 
centers,  etc.  At  the  same  time,  doc- 
tors must  be  more  sensitive  and 
aware  that  special  problems  exist  in 
these  communities." 

Check  out  eye 
doctor  referrals 

Item:  What  happens  after  your  cata- 
ract surgery  is  almost  as  important 
as  the  operation  itself. 

You  complain  about  your  vision  to 
your  optometrist  You  are  examined 
and  told  you  have  a  cataract  "If  it 
gets  worse,  I'll  refer  you  to  an 
ophthalmologist,  or  eye  doctor,  for 
surgery,"  he  says.  This  is  standard 
operating  procedure  in  such  cases. 

But  sometimes,  according  to  a 
1988  Congressional  hearing,  the  ar- 
rangement may  not  be  what  it  seems 
and  you  may  find  yourself  involved 
in  an  "unethical  referral  network"  in 
which  the  ophthalmologist  assigns 
all  postoperative  care  back  to  the  op- 
tometrist (in  return  for  the  initial  re- 
ferral). Many  eye  doctors  in  such 
networks  perform  neither  a  preop- 
erative examination  nor  any  follow- 
up  sessions. 

Only  a  small  percentage  of  eye 
professionals  are  involved  in  these 
networks,  but  the  trend  is  growing 
nationwide. 

Such  networks  steal  money  from 
Medicare,  said  Senator  John  Heinz 
(R-Pennsylvania),  who  convened 
last  year's  "Kickbacks  in  Cataract 
Surgery"  hearing.  Postoperative 
care,  which  may  take  up  to  three 
months,  is  part  of  the  ophthahnolo- 
gist's  overall  surgical  fee.  But  if  an 
optometrist  treats  you  after  surgery 
instead,  he  is  allowed  to  charge 
Medicare  again.  "In  some  in- 
stances," said  Heinz,  "surgeons  are 


being  held  hostage  by  optometrists 
who  refuse  to  send  patients  unless 
they  are  guaranteed  the  postopera- 
tive care  and,  hence.  Medicare  pay- 
ment In  other  cases,  ophthalmolo-  i 
gists  are  courting  optometrists  with  1 
promises  of  referrals  and  other  forms 
of  remuneration." 

But  by  far  the  most  alarming  con- 
sequence of  such  networks,  accord- 
ing to  testimony  given  at  the  Heinz 
hearing  and  from  the  American 
Academy  of  Ophthalmology,  is  that 
optometrists  are  not  as  qualified  as 
eye  doctors,  in  terms  of  education 
and  training,  to  conduct  postopera- 
tive cataract  surgery  care. 

Harvey  Hanlen,  chairman  of  the 
American  Opttxnetric  Association, 
vehemently  disputed  this  assertion  at 
the  hearing:  "There  b  amfde  evi- 
dence to  suggest  that  the  Academy 
and  its  officers  are  engaged  in  a  sys- 
tematic effort  to  exclude  doctors  of 
optometry  from  providing  to  pa- 
tients postoperative  services  that 
doctors  of  optometry  are  permitted 
by  state  law  to  perform." 

An  independent  1988  staff  paper 
prepared  by  the  Office  of  Technol- 
ogy Assessment,  however,  concluded 
that  (1)  preoperative  cataract  sur- 
gery evaluation  should  always  be 
done  by  the  ophthalmologist  who 
will  perform  the  surgery,  and  (2) 
postoperative  care  is  far  more  risky  if 
done  by  an  optometrist  rather  than 
an  ophthalmologist. 

To  be  safe,  always  get  a  second 
opinion  if  cataract  surgery  is  recom- 
mended—then: 

•  Ask  your  optometrist  why  he  fa- 
vors a  specific  eye  doctor. 

•  Ask  your  primary  physician  for 
the  name  of  a  second  eye  doctor. 

•  Ask  for  an  appointment  with 
the  eye  doctor  before  surgery. 

•  Ask  the  ophthahnologist  if  he 
will  handle  your  postoperative  care. 
If  he  won't,  ask  why.  If  he  can't,  in- 
sist that  another  eye  doctor  do  it  in 
his  absence.  ■ 
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CASE  EXAMPLES 

INDUCED  REFERRALS  AND  KICKBACKS  IN  POST -OPERATIVE  CATARACT  CARE 


As  early  as  1980,  ophthalmologists  entered  into  "underground" 
agreements  with  optometrists  for  post -operative  care  that  included 
financial  kickbacks  and  gifts. 

Case;     A  North  Carolina  group  of  ophthalmologists  offered  $100  in 
post-operative  payments,  video  cassettes,  free  seminars, 
free  transportation  and  overnight  accommodations  for  patient 
referrals.   (December,  1984) 

^^ase:     A  Florida  Clinic  letter  acknowledges  same-day  surgery  and 
thanks  optometrist  for  referral  with  $100  check.  (January, 
1985) 

Case;     Ophthalmologists  in  an  eastern  state  report,  "Some  renegade 

ophthalmalogists ,  more  monetarists  than  ethicists,  have  for 
years  paid  under-the-table  kickbacks  to  optometrists  for 
post-operative  care  as  marketing  strategy  to  ensure 
continued  patient  referrals.    Patients  for  dollars." 
(December,  1984) 

Some  optometrists,  in  order  to  capture  the  post-operative  Medicare 
market,  refuse  to  refer  patients  to  ophthalmologists  for  treatment 
unless  they  are  guaranteed  referrals  for  post-operative  care.  This 
encourages  referrals  based  on  economic  agreement  rather  than  the 
quality  or  proximity  of  the  surgeon. 

Case ;     Dr.  X  in  an  eastern  state  has  been  called  repeatedly  by 
optometrists  asking  if  he  refers  for  post-operative  care. 
When  he  answers  "no,"  he  is  told,  "You  know  you'll  lose 
referrals."      When  asked  if  he  will  evdr  refer  post- 
operatively he  responds,  "I'll  be  forced  to.     Otherwise,  I 
will  not  receive  any  referrals  or  have  to  extend  ray  practice 
to  do  primary  care  in  order  to  generate  referrals."  (April, 
1988) 

Case:    An  ophthalmic  practice  in  eastern  state  contends,  "Our  group 
practice  has  already  been  bombarded  by  such  requests  from 
optometrists  eager  to  cash  in  on  this  financial  bonanza. 
Th«  implications  to  those  of  us  who  feel  the  patient  is  not 
best  served  by  this  approach  is  certainly  clear.     No  sign- 
off,  no  referrals."  (August,  1987) 

Case ;     An  ophthalmologist  in  Pennsylvania  cites  one  typical  example 
of  induced  referral.     "I  received  a  phone  call  from  an 
optometrist  (in  anther  town)  where  there  are  several 
ophthalmologists.     The  doctor  asked  me  if  I  was  familiar 
with  the  new  Medicare  modifier,  and  then  said  that  if  I  was 
willing  to  send  the  patient  back  to  him  for  post-operative 
care,  he  had  two  patients  to  refer  for  surgery.     I  was 
surprised  to  hear  from  him  in  the  first  place  as  I  rarely 
received  any  referrals  from  him  in  the  past.    What  was 
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gaset     In  a  letter  sent  to  optometrists  in  Arizona,  offering  a 

••minar  in  cataract  management,  an  eye  center  announces  that 
it  "is  pleased  to  offer  doctors  of  optometry  a  unique 
opportunity  ...  to  be  involved  in  total  patient  management 
throughout  the  course  of  cataract  development,  surgical 
treatment,  and  post-operative  care."  and  that  "Doctors  of 
Optometry  have  the  skill  and  instriainentation  to  provide  the 
post-operative  care  in  their  ovm  offices.  Therefore, 
following  surgery,  your  patient  may  return  to  your  office." 
The  purpose  of  the  course  is  "to  educate  Doctors  of 
Optometry  about  Current  Approaches  to  Cataract  Care  and  to 
launch  this  opportunity  for  cooperative,  quality  patient 
care  delivery. " 

Some  ophthalmologists  and  third  party  management  groups  are 
•stablishing  Associations  that  cooperative  (selectively  referring) 
optometrists  may  join  for  a  membership  fee  that  buys  them: 
donations  in  their  name  to  state  optometric  PACs;  continuing 
education  seminars;  reimbursement  and  optional  billing  services  for 
post-operative  _care;  attorney  services;  and  other  benefits. 

Case !     Letter  from  a  Pennsylvania  eye  center  announces  creation  of 


membership  association.    For  a  membership  fee  of  $500, 
optometrists  (who  refer  patients  to  the  Center)  receive: 
PAC  donation  of  $100,  quarterly  seminars  worth  $50-$100, 
optional  billing,  reimbursement  for  post-operative  care; 
attorney  services.   (July,  1987) 


(^ase:    Several  optometric  eye  centers  have  been  set  up  in 

California  that  invite  optometrists  to  enter  as  shareholders 
in  the  corporation  for  $3,000  in  cash.    Another  $2,000  is 
contributed  later.     Optometrists  refer  patients  to  a  closed 
panel  of  ophthalmologists.     Proceeds  from  reimbursements  and 
private  charges  are  shared  by  the  ophthalmologists  and  the 
corporation.     Corporate  earnings  are  then  paid  back  to 
optometrist-shareholders  in  the  form  of  advertising,  legal 
fees,  profits,  and  dividends.  (October,  1987) 

Case :     A  New  York  advertising  promotional  agency  through  its  use  of 
an  illegal  name  presents  itself  in  its  commercials  as  a 
medical  entity.    This  group  offers  cataract  surgery  at  no 
cost  to  the  Medicare  patient,  including  free  transportation. 
All  the  patient  would  have  to  do  is  to  claim  that  they  were 
a  hardship  case  with  no  proof  of  this  fact  required.  In 
return  for  these  referrals,  the  nine  physicians  pay  the 
agency  50%  of  their  surgical  fee. 

Case:     In  letters  to  ophthalmologists  across  the  country,  a 


California  marketing  firm  describes  their  search  for 
ophthalmologists  who  would  have  exclusive  rights  to  the 
promotional  program  that  they  offer.     This  promotional 
program  consists  of  a  mailing  to  all  households  in  the  area 
with  a  resident  over  65  years  of  age,  provision  of  all 
administrative  services  for  the  program,  and  exclusive 
rights  to  all  referred  patients  for  up  to  three  years. 
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one  case,  a  patient  was  told  that  he  had  a  cataract  which 
was  "r«ady  to  explode  in  their  eye  and  needed  emergency 
surgery."    After  undergoing  surgery,  post-operative  care  was 
provided  by  the  local  optometrist  in  the  area. 

On«  case  cited  by  an  Oregon  ophthalmologist  involves  his 
patient  who  previously  suffered  from  herpes  of  the  face  and 
eye  and  whose  poor  vision  is  caused  by  a  damaged  optic 
nerve.     The  patient  went  to  see  a  local  optometrist  who 
referred  her  to  another  ophthalmologist  with  whom  he  worked. 
This  ophthalmologist  performed  the  cataract  surgery  without 
requesting  the  patient's  previous  medical  and  optical 
records.     The  patient  does  not  remember  ever  seeing  the 
ophthalmologist  for  post-operative  care.     The  patient's 
vision  was  not  improved  by  the  cataract  and  implant  surgery. 


Some  patients  are  being  sent  to  "cooperative"  ophthalmologists  at 
great  distances  from  their  homes  (at  tines  in  buses  and  at  times 
with  hotel  costs  covered  by  participating  surgeons).    This  suggests 
that  the  decisibn  to  proceed  with  surgery  is  being  made,  in 
essence,  by  the  referring  optometrist  and  only  validated  by  the 
surgeon  after  surgery  has  been  scheduled.     If  complications  arise, 
the  patient  must  either  travel  hours  to  see  the  surgeon  or  be 
admitted  to  an  emergency  room. 

Case;    An  ophthalmologist  in  an  eastern  state  is,  at  his  own 

expense,  busing  patients  in  from  other  states  and  arranging 
for  their  overnight  lodging        then  sending  them  back 
without  any  post-operative  involvement  on  his  part. 

Case;     In  an  Utah  eye  clinic,  out-of-town  patients  often  are 

examined  and  have  surgery  the  same  day  before  returning  to 
their  homes  where  the  local  optometrist  provides  the  post- 
operative care.     In  the  past,  this  eye  clinic  has  recruited 
^    -    optometrists  by  offering  $85.00  per  surgical  referral. 

Case;    A  rural  hospital  in  North  Carolina  was  approached  by  a  group 
of  ophthalmologists  who  operate  a  large  ophthalmological 
outpatient  clinic  in  a  city  about  150  miles  away  with  a  plan 
to  fly  dovm  to  see  patients  in  the  morning  at  the  office  of 
a  local  optometrist  and  perform  cataract  operations  in  the 
hospital  in  the  afternoon  and  provide  post-operative  care 
the  next  morning.     The  ophthalmologist  would  then  return  to 
his  home  and  leave  the  balance  of  the  post-operative  care  to 
the  optometrist.     If  any  complications  arise,  either  the 
patient  would  have  to  be  flown  up  to  the  ophthalmologists  or 
they  would  have  to  fly  down  because  the  ophthalmologists 
were  unable  to  arrange  any  local  ophthalmologists  to  cover 
for  them. 

Case;     In  a  small  community  in  Oregon,  local  optometrists  who  have 
their  offices  one  mile  of  five  ophthalmologists  refer  their 
patients  to  ophthalmologists  in  a  small  town  that  is  four 
and  a  quarter  hours  away.    These  patients  must  drive  through 
the  largest  metropolitan  area  in  the  state  and  through  the 
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optometrists,  are  continuing  to  do  the  acute  post-operative  work, 
but  passing  off  the  dollar  value  under  Medicare  to  the  optometrist. 

Case;    Th«  OIG  has  found  lower  than  expected  cases  where  the 
Modifier  54/55  has  been  used,  suggesting  that 
ophthalmologists  are  continuing  to  provide  post-operative 
care  and  finding  other  ways  of  "appeasing"  referring 
optometrists . 

;ase:      A  senior  official  of  a  Medicare  carrier  admitted  to  being 

told  that  ophthalmologists  are  performing  all  post-operative 
care  but  passing  along  that  portion  of  the  Medicare 
reimbursement  for  which  optometrists  are  now  eligible  in 
order  to  ensure  continued  surgical  referrals. 
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Chairman  Stark.  I  learn  something  new  every  day.  Are  you  sug- 
gesting— and  I  am  not  being  facetious — but  one  of  the  things  that 
had  not  come  up  in  all  of  the  anecdotes  that  people  have  tossed 
over  the  transom  in  the  middle  of  the  night  dealing  with  ownership 
of  facilities  by  physicians  and  otherwise,  I  have  not  come  across  the 
idea  of  this  kind  of  fee  splitting  the  other  way.  It  occurred  to  me 
that  some  ophthalmologists  may  have  resident  optometrists  in 
their  building  or  offices  making  eyeglasses  that  were  prescribed, 
that  sort  of  thing,  but  I  gather  what  you  are  suggesting  is  that  it  is 
not  uncommon  to  find  that  an  optometrist  will  recommend  a  pa- 
tient to  an  ophthalmologist  and  the  quid  pro  quo  there  is  some 
postoperative  care  fees,  and  I  assume  it  is  legal  in  the  State  that  it 
goes  on. 

Are  you  aware  of  any  of  these  arrangements  that  have  been  re- 
duced to  writing  or  are  more  than  just  kind  of  casual  relationships 
that  build  up  through  practice?  Are  there  people  out  there  putting 
them  together  and  institutionalizing  them,  or  building  joint  ven- 
tures and  things? 

Dr.  Stokes.  All  of  those  things  exist,  yes  sir. 

Chairman  Stark.  It  would  certainly  be  of  use  to  the  Chair  if  I 
could  receive  any  of  those  in  a  sanitized  version  to  protect  whoever 
is  involved.  As  I  say,  that  is  a  new  one  to  me,  and  it  tends  to  be  the 
kind  of  thing  that  I  think  is  illegal.  I  suppose  there  are  a  dozen 
ways  to  get  around  it,  but  as  I  read  the  law,  that  is  not  supposed  to 
be. 

Regardless  of  the  ability  of  somebody  to  deliver  the  care,  the  law 
just  speaks  to  the  referral  fee  or  the  kickback,  and  I  would  like 
very  much  to  have  any  information  that  you  could  send  us  later  on 
specific  instances,  or  how  these  things  are  structured,  because  it  is 
a  new  one  on  me. 

Dr.  Stokes.  I  would  be  happy  to  supply  that. 

Thank  you. 

Chairman  Stark.  Thank  you  very  much. 

[The  information  following  is  from  a  hearing  titled  ''Kickbacks  in 
Cataract  Surgery,"  May  23,  1988,  before  the  Special  Committee  on 
Aging,  United  States  Senate,  S.  Hrg.  100-987:] 
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KICKBACKS  IH  CAIARACT  SDR6KRT 
Staff  Report  by  the 
Minority  Staff  of  the  Senate  Special  Committee  on  Aging 
Senator  John  Heinz,  Ranking  Member 
May  23,  1988 


BUCirrivB  smofART 

Bacant  changes  in  Medicare  reijiborseaent  for  cataract  surgery 
ha-v*  had  the  effect  of  sanctioning  referral  practices  and 
patterns  of  care  that  are  ethically  qoestionable  and  aay 
jeopardise  the  health  of  older  Aaericans. 

•  1980  and  1986  legislation  allows  optometrists  to  be  reimbursed 
by  Medicare  for  post-operative  surgical  cataract  Services. 

e    The  opportunity  for  Medicare  reimbursement  of  both 

ophthalmologists  and  optometrists  for  pre-  and  post-operative 
cataract  care  has  led  to  kickbacks  and  induced  referrals 
between  some  members  of  these  professions. 

•  These  'kickback'  arrangements  have  had  a  direct  impact  on 
patient  care  by: 

—  Encouraging  surgery  to  soon  or  in  inappropriate  cases 

—  Minimiting  the  amount  of  essential  pre-operative 
evaluation  and  post-surgical  oversight  by 
ophthalmologists . 

—  Premising  referrals  on  a  surgeon's  willingness  to  refer 
patients  back  to  the  optometrist,  rather  than  on  the 
surgeon's  qualifications,  proximity  to  the  patient,  or 
the  patient's  personal  choice. 


A  growing  nuaber  of  cataract  surgeries  are  being  perf oseed  in 
this  country.  Baking  the  potential  for  abuses  even  greater. 

e    Cataracts  account  for  35  percent  of  all  existing  visual 
impairments  and  53  percent  of  all  new  visual  impairments. 

e    In  the  last  6  years  the  number  of  cataract  sxirgeries 

reimbursed  by  Medicare  increased  from  327,000  in  1981  to  an 
estimated  1.1  million  in  1987.  This  number  is  estimated  to 
jua^  to  2  million  by  1990. 


Kickbacks  and  induced  referral  arrangeaents  include i    formal  and 
informal  agreaaents  of  exclusive  co-ref eirrals ,  referral 
recruiting,  and  cooperative  outreach  agrooaonts. 

e    Associations  of  ophthalmologists  promise  exclusive  referrals 
for  post-operative  care  to  optometrists,  free  education 
seminars,  contributions  to  optometrlc  PACs,  Medicare  billing 
services  and  access  to  legal  counsel  to  member  ODs  who  refer 
cataract  patients. 

e    OD  managed  companies  have  engaged  the  services  of  selected 
MDs,  who  vrork  out  of  the  same  office  or  fly/drive  in  on 
selected  days  to  perform  surgery,  with  the  iinder standing  that 
all  post-operative  care  will  be  performed  by  the  optometrists. 

e    Optometrists  cooperate  with  MDs  and  do  outreach  screening 
using  mobile  vans  that  travel  to  nursing  homes  and  senior 
centers,  and  immediately  schedule  a  patient  for  surgery 
(without  a  thorough  pre-operative  exam)  with  a  cooperating 
surgeon . 

e    Optometrists  are  pressuring  ophthalmologists  through  letters 
or  phone  calls  to  surgeons  explaining  that  no  referrals  will 
be  made  unless  they  agree  to  refer-back  for  post-operative 
care. 
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S^ff  Recommendations 

•  Modify  the  mechanism  for  reimbursing  ophthalmologists  and 
optometrists  to  disengage  decisions  regarding  surgical 
intervention  and  post-operative  care  from  financial 
incentives . 

•  Set  standards  for  pre-  and  post-operative  care  as  conditional 
for  Medicare  reimbursement. 

•  Require  studies  on  the  relative  outcomes  of  patients  based  on 
the  different  approaches  to  post-operative  care. 

•  Implement  PRO  legislative  authority  for  mandatory  second 
opinion  of  cataract  (and  other)  surgery.     Fully  implement  PRO 
authority  for  quality  review  of  pre-operative  surgical  and 
post-operative  components  of  cataract  care. 

•  Monitor  implementation  of  Medicare  Fraud  and  Abuse  provisions 
enacted  under  Public  Law  100-93  to  clearly  define  as 
kickbacks . 

•  Better  educate  Medicare  beneficiaries  about  cataract  surgery, 
about  the  importance  of  a  thorough  pre-oporative  eye  and 
health  exam  and  the  proper  course  of  post-operative  care,  and 
encourage  beneficiaries  to  seek  an  independent  second  opinion. 


THE  PROBLEM 

Recent  legislative  and  administrative  changes  in  Medicare 
reimbursement  for  cataract  surgery  have  had  the  effect  of 
sanctioning  referral  practices  and  patterns  of  care  that  are 
ethically  questionable  and  may  jeopardize  the  health  of  older 
Ameficans.     In  1980  and  again  in  1986,  Congress  passed 
legislation  allowing  optometrists  to  be  reimbursed  by  Medicare 
for  post-surgical  cataract  services  that  only  ophthalmologists 
had  been  reimbursed  for  in  the  past.    Medicare  guidelines  issued 
in  1987  have  further  clarified  reimbursement  for  optometrists  and 
created  the  opportunity  for  highly  questionable  referral 
arrangements  and  kickbacks  between  consenting  ophthalmologists 
and  optometrists. 

Under  such  agreements,  medical  practice  decisions  are  being 
Increasingly  driven  by  professional  and  profit  motives  rather 
than  medical  judgment: 

•  Some  ophthalmologists,  who  depend  on  optometrists  for 
patient  referrals,  are  being  held  hostage  by  optometrists 
who  refuse  to  refer  patients  unless  they  are  guaranteed 
that  the  patient  will  be  returned  to  them  for  post- 
operative care. 

•  Some  surgeons  are  recruiting  optometric  referrals  with 
financial  kickbacks,  investment  opportunities,  and 
promises  of  post-operative  referrals  back  to  the 
optometrist. 

•  Patients  of  some  optometrists  are  referred  to 
ophthalmologists  from  another  geographic  area  or  operated 
on  by  surgeons  who  fly  or  drive  in  from  a  distance  for 
surgery,  with  the  hometown  optometrist  taking  over  all  of 
the  patient's  post-operative  care. 

These  changes  in  medical  practice  are  putting  patients  at 
risk  of  inappropriate  cataract  surgery  and  poor  post-operative 
care.     In  each  case,  the  surgeon's  role  in  the  pre-  and  post- 
operative care  of  cataract  surgery  is  being  limited  to  the 
surgery  Itself,  and  optometrists  are  taking  greater 
responsibility  for  medical  decision-making  and  oversight 
immediately  surrounding  surgery.     Furthermore,  these  changes 
encourage  cataract  surgery  in  cases  v^ere  more  conservative 
approaches  could  be  used.     Despite  the  lack  of  data  on  the 
prevalence  of  such  arrangements  or  the  incidence  of  poor  patient 
outcomes,  there  are  sufficient  cases  of  questionable  agreements, 
unnecessary  surgery  and  poor  post-operative  care  to  warrant 
Congressional  attention. 

Similar  financial  agreements  emerging  among  other  co- 
dependent  health  practitioners  may  also  jeopardize  patient  care, 
and  will  come  under  increasing  scrutiny  as  Congress  continues  to 
respond  to  the  rise  in  physician  costs. 
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CAX2UIACT  ST1R6ERT 

A  cataract  is  any  opacity  of  the  lens,  whether  it  ia  a  small 
local  opacity  or  complete  loss  of  transparency,  caused  by  trauma, 
inf laannation,  metabolic  or  nutritional  defects,  radiologic 
daaage,  or  simply  an  advanced  senile  change.  (1) 

Cataracts  account  for  35  percent  of  all  existing  visual 
impairments  and  53  percent  of  all  new  visual  impairments  in  the 
population  as  a  whole. (2)     Senile  cataracts  are  the  most  common 
fora  of  cataract  and  the  third  leading  cause  of  legal  blindness 
in  the  United  States. (3)    An  estimated  27.4  percent  —  nearly 
one-third  of  all  persons  65  years  of  age  and  older  have  a  senile 
cataract . 

Cataract  Suroerv 

Cataract  surgery  involves  the  removal  of  the  clouded  lens 
and  its  replacement  with  an  artificial,  intraocular  lens  which  is 
either  made  of  plastic  or  polypropylene.     Surgical  removal  of  the 
cataract  is  presently  the  only  course  of  treatment.  Typically, 
patients  are  fitted  with  corrective  glasses  until  their  visual 
impairment  is  severe  and  the  cataract  is  "ripe"  (hardened). 
Common  myths  in  cataract  surgery  include:     the  earlier  the 
surgery  the  better;  once  a  cataract  reaches  the  "ripe"  stage,  it 
must  be  taken  out  as  soon  as  possible;  all  cataracts  should  be 
removed.     Only  under  very  rare  circumstances  is  there  a  reason 
for  emergency  (or  "same-day")  surgery. 

Vfhile  as  many  as  95  percent  of  cataract  surgeries  are 
complication-free,  serious  complications  do  arise  post- 
operatively that,  unless  treated  appropriately  and  quickly,  may 
result  in  reduced  vision  or  loss  of  an  eye.    These  complications 
include  bleeding,  leaJuge,  infection,  retinal  detachment, 
glaucoma,  dislocation  of  lens,  or  edema.    Typically,  patients  are 
treated  with  antibiotics  and  steroids  following  surgery  to 
prevent  or  control  infection. 

Trends  in  Cataract  Suroerv 

The  technology  of  cataract  surgory  has  advanced 
significantly  in  just  the  past  five  to  10  years.    Prior  to  1980, 
cataract  surgery  was  performed  on  largely  an  inpatient  basis  with 
am  average  length  of  stay  of  three  to  six  days.    Since  then, 
technological  advances  and  Medicare  incentives  for  ambulatory 
surgery  have  radically  altered  the  setting  for  cataract  surgery. 
By  1987,  nearly  71  percent  of  the  estimated  1.3  million  cataract 
surgeries  were  being  performed  in  hospital  outpatient 
departaents,  22  percent  in  ambulatory  care  centers  (ASCs),  and 
the  r««iainder  were  being  performed  in  physician  offices  or  on  an 
in-patient  basis. (4)    Currently,  there  are  a  total  of  591 
Medicare-certified  ASCs  that  perform  ophthalmic  surgery  —  the 
■ajority  of  which  involve  cataract  extraction. (4 ) 


MSDZCARB  R£IMBURSB1CEHT 

Although  the  annual  incidence  of  cataracts  is  considered  to 
be  constant,  the  number  of  cataract  surgeries  performed  has 
increased  dramatically  in  recent  years,  due  largely  to  advances 
in  the  science  of  cataract  extraction  and  intraocular  lens 
insertion.     In  the  last  six  years,  the  number  of  cataract 
surgeries  reimbursed  by  Medicare  has  increased  from  327,000  in 
1981  to  an  estimated  640,000  in  1985.    The  Office  of  the 
Inspector  General  estimates  that  by  1990,  the  number  of  Medicare- 
reimbursed  cataract  surgeries  will  increase  to  t*ro  million. (6) 

Medicare  provides  prospective  reimbursement  for  in-patient 
surgery  under  Part  A  of  Medicare  through  DRG  39.  Physician 
cataract  surgical  services  are  reimbursed  under  Part  B  —  whether 
perfonned  in-patient  or  out-patient  basis.    Medicare  pays  80 
percent  of  reasonable  prevailing  physician  charges  as  calculated 
by  carriers  in  their  region. 
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Medicare  is  by  far  the  predominant  payor  of  cataract  care  in 

the  U.S.,  accounting  for  85 


CATARACT  SURGERIES  IN  THE  U.S. 
1987 


percent  of  all  cataract 
surgeries  performed  in 
1987.(8-)  Medicare 
expenditures  for  cataract 
surgery  have  also  increased 
dramatically  since  the  early 
1980's.     In  1981,  Medicare 
expenditures  for 
cataract/aphakia  totaled  $877 
million.    This  amount 
increased  to  $1.4  billion  by 
1986  —  nearly  6  percent  of 
Medicare  Part  B  outlays  that 
year  —  and  is  expected  to 
reach  a  total  of  $6  billion 
by  1990.(7) 


Miadlcare-Relmbursed  Cataract  Surgeries  and  Bxpenditures 


lefl£ 
1981 
1985 
1986 
1990 


♦  Surgeries 
327,000 
640,000 
919,000 
2,000,000 


$  877 
$  907 
$1,400 
$6,000 


CATARACT  SURGERIES  AND  EXPENDITURES 
REIMBURSED  BY  MEDICARE 
1981  AND  1986  (ACTUAL)  AND  1990  (ESTIMATED) 


$6000 


Surgeries 
(In  thousands) 


Expenditures 
(in  S  ■illions) 


Year 

Per-procedure  reimbursement  varies  considerably  by  site  and 
by  state.    Medicare  payments  for  cat^ract/aphakia  surgery  for 
surgical  and  post-surgical  care  are  paid  on  a  global  fee  basis 
based  on  prevailing  rates.    A  1986  study  by  the  Office  of  the 
Inspector  General  found  that  payments  varied  from  a  low  of  $1,416 
for  surgery  performed  in  physiciiin's  office  to  a  high  of  $5,550 
for  in-patient  surgery. (8)    The  same  study  docujnented  an  equally 
broad  range  in  payment  amounts  within  and  across  states;  ranging 
from  $960  to  $3,251  per  hospital  outpatient  procedure.  The 
Health  Care  Financing  Administration  reports  an  average  per  case 
payment  of  $1,640. 


Per  Procedure  Medicare  Reimbursement 


Total  Reimbursement 
Bv  Site 


Hosp.  In-Patient: 
Hosp.  Out-Patient: 
Afflbul.  Surg.  Ctri 
Physician  Office t 


$2,472/$5,550 
$2,482/$6,740 
$2,037/$3,703 
$1,416/$3,1S8 


Outpatient  Reimbursement 
Bv  State 


California t 
Florida! 
Pennt 
Texas  X 
Washington! 


$1,286/$3,251 
$l,200/$2,224 
$1,143/$1,851 
$1,156/$1,818 
$  960/$l,634 
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For  individual  surgical  practices,  the  increasing  volume  of 
surgeries  capable  of  being  performed  on  a  daily  basis  and 
increasing  numbers  of  older  consumers  promises  a  potentially 
lucrative  Medicare  market.     In  its  1986  study  of  cataract 
surgery,  the  Office  of  the  Inspector  General  found  that  10  out  of 
38  ophthalmologists  were  paid  between  1.0  and  6.4  million  dollars 
in  1984.(8) 


Legislative  History 

Under  Medicare,  reimbursement  is  provided  for  the  diagnosis 
and  treatment  of  cataract  conditions  with  certain  exceptions. 
Excluded  from  coverage  are:     1)  routine  physical  examinations 
that  led  to  the  detection  of  a  cataract  but  were  not  prompted  by 
a  patient  complaint;  2)  eyeglasses  or  contact  lenses  except  post- 
surgical lenses  that  are  considered  by  Medicare  to  be  prosthetic 
devises;  3)  examinations  resulting  from  refractive  error;  and  4) 
procedures  performed  to  determine  the  refractive  state  of  the 
eye.    As  orginally  passed.  Medicare  reimbursement  to  optometrists 
was  limited  to  "establishing  the  necessity  for  prosthetic 
lenses. '(9) 

In  1980,  legislation  was  passed  that  permitted  optometrists 
to  be  considered  as  physicians  for  the  purpose  of  reiaibursement 
for  the  post-operative  care  of  aphakic  patients  (cases  v^ere  a 
lens  has  been  lost,  nearly  all  of  which  are  due  to  cataracts). 
The  1980  legislation  also  called  for  a  report  to  Congress  by  the 
Secretary  of  Health  and  Human  Services  on  legislative 
recoBDendations  to  further  expand  coverage  of  procedures 
performed  by  optometrists.    The  findings  of  the  Administration's 
study  (issued  in  December,  1982)  recommended  against  any  further 
expansion  of  the  law  —  a  position  repeated  in  testimony  before 
the  House  Committee  on  Energy  and  Commerce  in  January,  1984 
(10,11).     Despite  the  Administration's  position  to  the  contrary, 
the  Congress  passed  and  the  President  signed  into  law  provisions 
in  the  Ctanibus  Budget  Reconciliation  Act  of  1986  (OBRA'86)  that 
expand  coverage  of  optometrists  to  include  all  services 
optometrists  are  certified  to  provide  under  state  licensure  or 
regulation . 

At  the  same  time,  in  both  the  1986  and  1987  budget 
reconciliation  acts.  Congress  reduced  reimbursement  for  cataract 
surgery.     In  1986,  Congress  cut  the  maximum  allowable  prevailing 
charge  by  10  percent;  in  1987,  cataract  surgery  was  included  as 
one  of  12  "overpriced"  procedures  subject  to  a  2  percent  across- 
the-board  cut,  and  additional  9jits  on  a  sliding  scale  when 
charges  exceed  85  percent  of  the  national  average. 

HCfA  gv4cle;4p^? 

Neither  the  1980  or  1986  provisions  specified  how 
optometrists  should  be  paid  for  post-surgical  care.  The 
Administration  finally  issued  guidelines  on  how  reimbursement 
would  be  structured  in  April,  1987.     These  guidelines  have 
provided  for  separate  billing  of  optometric  services  without 
establishing  any  uniform  standards  for  involvement  of 
optometrists  in  post-surgical  care. 

The  opportunity  for  induced  referrals  and  kickbacks  stems, 
in  part,  from  the  way  Medicare  reimburses  for  post-operative  care 
that  is  "co-managed"  by  ophthalmologists  and  optometrists.  In 
order  to  protect  against  duplicative  billing,  ophthalmologists 
(i*ho  are  paid  a  single,  global  fee  for  cataract  surgery  and  post- 
operative care)  must  indicate  on  the  billing  form  that  the 
patient  has  been  referred  to  an  optometrist  for  post-operative 
care  by  applying  a  code  (Modifier  54)  to  the  ophthalmologist's 
billing  form.     Optometrists  may  be  reimbursed  up  to  10  percent  to 
20  percent  (depending  on  the  carrier)  of  the  global  amount  for  up 
to  90  days  after  surgery,  but  only  if  the  ophthalmologist  uses 
Modifier  54. 

The  effect  of  the  modifier  has  been  to  encourage  fee- 
splitting  and  induced  referrals.    Although  evidence  suggests  that 
these  types  of  arrangements  were  going  on  prior  to  1987, 
"Modifier  54"  has  become  a  "hook"  some  optometrists  are  using  to 
refuse  to  refer  patients  for  surgery  unless  the  are  assured  the 
referral  for  post-surgical  care  and  that  some  ophthalmologists 
are  using  to  "court"  referring  optometrists  with  promises  of 
post-operative  Medicare  paybacks. 
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ROLBS  OF  OPTGMBTRT  AMD  OPHTHAUfOLOGT 

There  are  currently  17,000  ophthalmologists  and  25,000 
optometrists  practicing  in  the  U.S. (12,13)    Ophthamologists  are 
available  at  a  ratio  of  5.0  to  100,000  population,  while 
optometrists  are  available  at  a  ratio  of  10.4  to  100,000 
population.    Ophthalmologists  are  widely  distributed  across  the 
U.S.  —  less  than  one  percent  of  the  population  is  without  the 
••rvices  of  ophthalmologists.  (13) 

Training 

Optometrists  and  ophthalmologists  are  separately  trained, 
separately  reviewed  and  certified  by  state  boards,  and  separately 
accredited. 

Ophthalmology  is  a  surgical  specialty  within  the  field  of 
medicine.    Ophthalmologists  complete  four  years  of  medical 
education  (vrtiich  usually  includes  two  years  of  didactics  and  two 
years  of  clinical  rotations),  and  one  year  of  internship  after 
receiving  their  M.D.     In  addition,  to  be  certified  by  the 
American  Board  of  Ophthalmology,  ophthalmologists  must  complete 
three  years  of  training  in  an  ophthalmology  residency  progreun. 

The  requirements  for  licensure  as  a  Doctor  of  Optometry 
(O.D.)  vary  by  state,  but  all  require  that  a  practitioner  be  a 
graduate  of  an  approved  program  of  optometry  and  pass  a  written 
proficiency  examination.    Most  optometry  programs  require  that 
applicants  have  completed  two  years  of  college  and  passed  an 
admission  test,  emd  an  estimated  78  percent  of  all  optometrists 
hold  B.A.  degrees.    Optometry  training  programs  include  four 
years  of  didactic,  laboratory  and  clinical  training  with 
instruction  covering  basic  and  optical  science,  optics  and  lens 
design,  and  application. 

State  Licensure 

State  laws  vary  significantly  in  the  governance  of 
optometric  practice.    Generally,  an  optometrist  is  defined  by 
state  statutes  as  one  v^o  is  licensed  to  examine  eyes  and  correct 
refractive  errors  using  ocular  techniques  or  by  prescribing  and 
fitting  corrective  lenses.    Until  recently,  optometrists  were 
also  expected  to  detect,  but  not  treat,  diseases  of  the  eye.  At 
present,  48  states  have  expanded  this  authority  to  permit 
optometrists  to  use  diagnostic  drugs  and  23  have  passed  laws 
allowing  them  to  use  therapeutic  drugs.    Two  other  states 
(Pennsylvania  and  Louisiana)  are  currently  considering 
therapeutic  drug  legislation  and  tvo  others  (Maryland  and  Alaska) 
have  passed  diagnostic  bills  that  are  before  their  governors  for 
signature. 

State  laws  generally  refer  to  allowable  diagnostic  and 
prescriptive  procedures,  but  do  not  specify  the  situations  in 
which  these  procedures  may  be  applied.    This  lack  of  specificity 
is  used  by  some  to  assert  that  optometrists  are  not  authorized  to 
perform  these  functions  and  by  others  to  argue  that  they  are  not 
precluded  from  performing  them. 

The  Omnibus  Budget  Reconciliation  Act  of  1986  (OBRA'86) 
permitted  optometrists  to  receive  Medicare  reimbursement  within 
the  scope  of  state  laws  and  regulations.    Since  OBRA'86,  several 
states  have  been  pressured  to  clarify  state  statute  relative  to 
the  authority  of  optometrists  to  participate  in  the  post- 
operative care  of  surgical  patients.    The  results  of  these 
reviews  vary.     North  Carolina's  attorney-general  has  sanctioned 
the  inclusion  of  post-operative  care  in  the  definition  of 
optometry,  while  the  Pennsylvania  Board  of  Medicine  has  ruled  out 
the  performance  of  post-surgical  care  by  optometrists. 

figlg*^  An  Ca^ayqiqt  gurq^ry 

While  ophthamologists  and  optometrists  generally  agree  on 
the  protocol  for  pre-  and  post-surgical  care,  they  strongly 
disagree  on  which  points  of  intervention  are  best  or  should  only 
be  managed  by  the  surgeon. 
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th«  ff^i?  f^''^'^         ophthMlic  professions  agree  that 

the  final  decision  to  proceed  with  surgeiy  rests  with  the 
S^i?2?in^h"?H°5  (ophthalmologist)  and  Jhe  pl^ent  anS  that  the 

if*r°f       ""^^  ^'^^^"^  °f  impairment,  the 

tS^  ^I^f    i>.^^*^^?'  conditi^  of  the  eye. 

^""^^  cataract  patients  should  be  seen  by  the 

f surgeon  the  day  immediately  following  surgery,  and  that 
the  final  refraction  and  prescription  of  corrective  glasses  can 
be  performed  by  an  optometrist,     it  is  the  period  between  post- 
operative day  one  and  this  last  visit  where  there  is  considerable 
dlsagreenent  between  the  professions  and  among  ophthalmologists. 


Trwitwnnt  Stage 
Detection  i  Referral    --  ag: 

Pre-Qperiiit-  I  vft  V.tmm 

Examine  Cataract 
Thorough  Bye /Med  Exam 

Suroerv 

pay  1  P9st:-9p.  Ex^ 

Adjust  medication 

Check  for  leakage,  bleeding 

Dav  5 

Adjust  medication 
Check  for  leakage, 
infections 

W??K  2-3 

Adjust/atop  meds 
Check  for  leakage, 
infection . 

week  g 

Check  for  infection 

week  7/8-lQ 

Refract  &  order  lens 


MP' a  Viw  OD'e  View 

,  OD  or  primary  physician  — 

MD  OD,  verified 

by  MD 

MD  MD 
MD  MD 

MD  MD  or  OD  if  no 

complications 


MD  MD  or  OD  if  no 

complications 

MD  MD  or  OD  if  no 

complications 

MD  MD  or  OD 


The  lack  of  consensus  is  based  on  differing  views  on  the 
ability  of  optometrists  to  detect  post-operative  complications 
and  take  appropriate,  corrective  actions.    This  is  fiirther 
complicated  by  differences  in  opinion  on  the  adequacy  of 
optometric  training  for  post-operative  patient  management  and  on 
differing  interpretations  of  state  licensing  authority  for 
optometrists. 


KICKBACKS,   IHDDCED  REFERRALS  AHD  QOALITT  PROBLSHS 

Patterns  of  kickbacks  and  induced  referrals  take  a  variety 
of  forms t     formal  and  informal  agreements  between  practioners 
that  involve  exclusive  co-referrals;  optometrists  pressuring 
ophthalmologists  by  refusing  to  send  cataract  patients  unless 
they  do  the  post-operative  care;  ophthalmologists  recruiting 
referrals  from  optometrists  by  promising  post-operative  referrals 
and  more;  and  cooperative  outreach  arrangements  where 
optometrists  screen  and  schedule  patients  for  surgery  without  any 
pre-operative  exam  by  the  surgeon. 

The  Committee  has  collected  evidence  of  the  following 
financial  or  professional  inducements! 

•  Ophthalmologists  have  formed  associations  and  solicit 
membership  from  optometrists  by  promising  them  exclusive 
referrals  for  post-operative  care,  free  education 
seminars  (in  post-operative  practice  and  Medicare 
billing),  contributions  to  optometric  PACs,  Medicare 
billing  services,  and  access  to  legal  counsel. 

•  Management  companies,  owned  or  directed  by  optometrists, 
have  engaged  the  services  of  a  selected  ophthalmologist 
who  either  works  out  of  the  same  office  or  flies/drives 
in  on  selected  days  to  perform  surgery  with  the 
understanding  that  all  pre-  and  post-operative  care  wxll 
be  performed  by  the  optometrists . 
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•  Individual  practitioners  have  informal  agreements  where 
optometrists  exclusively  refer  to  their  cooperating 
surgeon,  often  at  great  distances,  with  the  understanding 
that  they  will  either  receive  the  patient  back 
immediately  or  receive  some  financial  remuneration. 

•  Optometrists  have  engaged  in  outreach  screening  using 
mobile  vans  that  travel  to  nursing  homes  and  senior 
citizen  centers  and  immediately  schedule  patients  for 
surgery  (rather  than  conducting  a  thorough  pre-operative 
exam)  with  a  cooperating  surgeon. 

•  Optometrists  have  sent  letters  or  made  calls  to  surgeons 
explaining  that  no  referrals  will  be  made  to  them  unless 
they  agree  to  refer-back  for  post-operative  care. 

•  Surgeons  have  sent  letters  to  optometrists  explaining 
their  desire  to  "redirect"  their  practice  to  surgery 
itself  and  rely  on  optometrists  for  pre-  and  post- 
operative care.     In  once  case,  an  ophthalmologist  sent 
out  letters  warning  that  Medicare  was  about  to  implement 
a  prior-approval  system  and  that  it  would  be  best  refer 
to  all  potential  candidates  for  surgery  soon  before 
Medicare  made  it  more  difficult  to  get  reimbursed. 


Financial  and  professional  inducements  for  and  against  the 
involvement  of  optometrists  in  post-operative  care  have  the 
potential  of  altering  medical  decisions,  minimizing  the 
involvement  of  the  attending  ophthalmologist  in  the  period 
surrounding  cataract  surgery,  and  having  a  direct  impact  on  the 
quality  of  care  cataract  patients  are  receiving.    The  results  of 
these  arrangements  are: 

•  To  encourage  surgery  sooner  and  in  cases  that  previously 
would  have  been  more  conservatively  managed. 

•  To  minimize  the  amount  of  essential  pre-operative 
evaluation  and  post-surgical  oversight  i>y 
ophthalmologists . 

•  To  encourage  referrals  to  surgeons  based  on  em 
ophthalmologist's  willingness  to  use  the  Modifier  54 
rather  than  on  surgical  qualifications,  proximity  to  the 
pa'cient,  or  the  patient's  personal  choice. 

•  To  contribute  to  patterns  of  referring  patients  to 
surgeon's  several  hours  (or  states)  away,  posing  a 
serious  risk  if  post-operative  complications  develop. 


CONGRESSIONAL  AND  AIMINISTRATIVB  ACTIONS 

Previous  Hearings  on  Cataract  Suroerv 

Hearings  in  1978,  1979,  and  1984  before  the  House  Ways  and 
Means  and  Energy  and  Commerce  Committees  reviewed  the 
reimbursement  of  cataract  services,  and  led  to  the  legislative 
changes  in  reimbursement  in  1980  and  1986. 

Concerns  about  unnecesssary  surgery  and  fraud  and  abuse  in 
marketing  of  intraocular  lenses  prompted  hearings  before  the 
Senate  and  House  Aging  Committees  in  1985.     Senate  hearings  on 
unnecessary  surgery  led  to  legislation  requiring  mandatory  second 
opinion  in  Medicare  that  the  Congress  passed  in  1985. 

Current  Studies  on  Kickbacks  in  Cataract  Surgerv 

In  the  wake  of  the  Health  Care  Financing  Administration's 
issuance  of  instructions  for  reimbursement  in  April  of  1985, 
various  studies  have  been  initiated  to  follow  up  on  allegations 
of  induced  referrals  and  kickbacks  and  poor  quality  care. 

•     In  October,   1987,  HCFA  Administrator  Roper  requested  an 
internal  investigation  by  the  Office  of  the  Inspector 
General  (OIG)  into  allegations  of  system  "gaming"  and 
poor  quality  care. 
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•  Two  other  studies  have  been  requested  by  the  House 

°"  Means.    A, General  Accounting  Office 

(GAO)  investigation  similar  to  that  of  the  OIG's  is 
underway  as  well  as  a  study  by  the  Office  of  Technology 
Assessment  (OTA)  on  the  question  of  vrtiether  optometrists 
are  medically  prepared  to  manage  the  care  of  cataract 
patients  post-operatively. 

•  An  investigation  into  cases  of  questionable  ophthalmic 
and  optometric  agreements  and  related  cases  of 
unnecessary  or  poor  quality  cataract  care  has  been 
undertaken  by  the  Senate  Aging  Committee  minority  staff. 

Anti-Kic)cback  LeoiBlation 

On  August  18,  1987,  the  "Medicare  and  Medicaid  Patient  and 
Program  Protection  Act  of  1987",  originally  introduced  by  Senator 
John  Heinz,  was  signed  into  law  (P\iblic  Law  100-93).  This 
legislation  was  developed  in  response  to  growing  concern  for  the 
occurence,  and  lack  of  enforcement  authority  over  kickbacks, 
bribes  and  rebates  under  Medicare.    Key  prohibitions  in  the 
statute  include  I    Solicitation  or  receipt  of  any  remuneration  or 
offering  or  paying  any  remuneration  (including  kickbacks,  bribes 
or  rebates),  directly  or  indirectly,  overtly  or  covertly,  in  cash 
or  in  kindt  in  return  for  referring  an  individual  to  a  person  for 
the  furnishing  or  arranging  for  the  furnishing  of  any  item  or 
service  for  which  payment  may  be  made  in  whole  or  in  part  under 
Medicare.    The  statute  also  lists  four  exceptions  to  these 
prohibitions  regarding  circumstances  t^ere  costs  are 
appropriately  disclosed,  bona  fide  eiq>loyment  situations,  written 
vendor  agreements,  and  payment  practices  specified  by  the 
Administration  in  regulations. 

Public  Law  100-93  requires  that  proposed  regulations 
implementing  the  law  be  issued  by  August,  1988  and  that  final 
regulations  be  issued  by  August,  1989. 

PRO  R^ngy 

The  Consolidated  Onnibus  Reconciliation  Act  of  1985  requires 
that  the  Secretary  of  the  Department  of  Health  and  Htiman  Services 
develop  guidelines  for  prior-certification  of  certain  surgical 
procedures.    The  Secretary  has  specified  that  cataract  surgery  is 
subject  to  mandatory  review,  in  contrast  with  nine  other 
surgeries  that  may  be  reviewed  at  the  discretion  of  the  Peer 
Review  Organisations  (PROS). 

The  Omnibus  Budget  Reconciliation  Act  of  1986  also  requires 
that  PRO  quality  review  be  extended  to  Medicare  services  provided 
in  non-hospital  settings,  including  ambulatory  centers  and 
physician  offices.    All  PROs  are  scheduled  to  phased-into 
ambulatory  review  by  April  of  1989  and  pilot  projects  to  test 
approaches  to  physician  office  revie%rt  are  to  begin  in  January, 
1989.    As  yet,  it  is  uncertain  whether  PRO  review  of  cataract 
surgery  will  adequately  cover  the  review  of  post-operative  as 
Mil  as  surgical  components  of  cataract  care. 


OPTIOaS  FOR  CCBKaUBSSIGKAL/AIXCIHISTItATKM  KBSVOSSK 

A  number  of  options  exist  for  preventing  and  halting 
questionable  agreements  and  kickbacks  among  consenting 
ophthalmologists  and  optometrists  and  ensuring  that  cataract  care 
provided  under  Medicare  is  appropriate  and  of  the  highest 
possible  quality.    These  include  the  following « 

e    Modify  the  mechanism  for  reimbursing  ophthalmologists  and 
optometrists  to  disengage  decisions  regarding  surgical 
intervention  and  post-operative  care  from  financial 
incentives . 

e    Specify,  as  a  condition  of  Medicare  reimbursement, 

minimum  guidelines  for  pre-  and  post -operative  care  that 
include:  the  conduct  of  a  thorough,  pre-operative  exam; 
notification  and  consultation  with  a  patient's  personal 
physician  or  proxy  prior  to  surgery;  patient  disclosure 
of  the  Medicare  practice  standards,  their  right  to  choice 
among  practitioner,  and  of  any  referral  agreements 
between  attending  ophthalmologists  and  optometrists;  a 
one-day  post-operative  examination  by  the  attending 
surgeon;  and  such  other  standards  as  developed  through 
consensus  among  practitioners  and  consumers. 
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•  Require  studies  on  the  relative  outcomes  of  patients 
based  on  the  different  approaches  to  post-operative  care. 

•  Make  PRO  authority  for  second  opinion  (at  least  of 
representative  sample  of)  cataract  surgery  and  post- 
surgical quality  review  mandatory  as  part  of  the  pending 
regulations  in  compliance  with  the  Consolidated 
Reconciliation  Act  of  1985. 

•  Tighten  PRO  quality  review  of  cataract  surgery  and  post- 
operative care  performed  in  ambulatory  care  settings  and 
require  focused  reviews  of  cataract  surgery  performed  in 
physician  pilots  scheduled  to  begin  in  January,  1989. 

•  Monitor  implementation  of  Medicare  Fraud  and  Abuse 
provisions  enacted  under  Public  Law  100-93  to  clearly 
define  as  kickbacks  informal  arrangements  for  %^lch  the 
primary  remuneration  is  'in  kind*  payments  such  as  pre- 
or  post-operative  referrals,  contributions  to  Independent 
but  related  entities  (such  as  political  action 
committees)  and  other  "paybacks*  as  indicated. 

e    Better  educate  Medicare  beneficiaries  about  cataract 

surgery,  about  the  importance  of  a  thorough  pre-operatlve 
eye  and  health  exam,  and  encourage  beneficiaries  to  seek 
an  independent  second  opinion. 
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CASE  EXAMPLES 

IHDUCED  REFERRALS  AND  KICKBACKS  IN  POST-OPERATIVE  CATARACT  CARE 


As  early  as  1980,  ophthalmologists  entered  into  " underground - 
agreements  with  optometrists  for  post-operative  care  that  included 
financial  kickbacks  and  gifts. 

Case ;    A  North  Carolina  group  of  ophthalmologists  offered  $100  in 
post-operative  payments,  video  cassettes,  free  seminars, 
free  transportation  and  overnight  accommodations  for  patient 
referrals.   (December,  1984) 

Case;    A  Florida  Clinic  letter  acknowledges  same-day  surgery  and 
thanks  optometrist  for  referral  with  $100  check.  (January, 

1985) 

Caset  Ophthalmologists  in  an  eastern  state  report,  "isome  renegade 
ophthalmologists,  more  monetarists  than  ethicists,  have  for 
years  paid  under-the-table  kickbacks  to  optometrists  for 

post-operative  care  as  marketing  strategy  to  ensure 
continued  patient  referrals.     Patients  for  dollars." 
(December,  1984) 

Some  optometrists,  in  order  to  capture  the  post-operative  Medicare 
market,  refuse  to  refer  patients  to  ophthalmologists  for  treatment 
unless  they  are  guaranteed  referrals  for  post-operative  care.  This 
encourages  referrals  based  on  economic  agreement  rather  than  the 
quality  or  proximity  of  the  surgeon. 

Case;     Dr.  X  in  an  eastern  state  has  been  called  repeatedly  by 
optometrists  asking  if  he  refers  for  post-operative  care. 
When  he  answers  "no,"  he  is  told,  "You  know  you'll  lose 
referrals."      When  asked  if  he  will  ever  refer  post- 
operatively he  responds,  "I'll  be  forced  to.    Otherwise,  Z 
will  not  receive  any  referrals  or  have  to  extend  my  practice 
-to  do  primary  care  in  order  to  generate  referrals."  (April, 
1988) 

Caset    An  ophthalmic  practice  In  eastern  state  contends,  'Our  group 
practice  has  already  been  bombarded  by  such  requests  froa 
optometrists  eager  to  cash  In  on  this  financial  bonanza. 
The  Implications  to  those  of  \^^  who  feel  the  patient  is  .-iot 
best  served  by  this  approach  Is  certainly  clear.    Mo  sign- 
off,  no  referrals."  (August,  1987) 

Case;    An  ophthalmologist  In  Pennsylvania  cites  one  typical  exaople 
of  induc.3d  referral.     "I  received  a  phone  call  fron  an 

optometrist  (in  anther  town)  where  there  are  several 
ophthalmologists.    The  doctor  asked  me  if  I  was  familiar 
with  the  new  Medicare  modifier,  and  then  said  that  if  I  %ra8 
willing  to  send  the  patient  back  to  him  for  post-operative 
care,  he  had  two  patients  to  refer  for  surgery.     I  was 
surprised  to  hear  from  him  in  the  first  place  as  I  rarely 
received  any  referrals  from  him  in  the  past.    What  was 
implied  was  that  if  I  did  not  'play  ball'  with  him,  he  could 
take  those  patients  elsewhere." 

Case;    An  ophthalmologist  in  Pennsylvania  received  a  call  from  an 

optometrist  with  a  patient  who  needed  cataract  surgery.  The 
optometrist  asked  if  the  ophthalmologist  participated  In  the 
"Optometrist-Ophthalmologist  situation  irtiereby  the 
optometrist  did  the  follow-up  care."    After  the 
ophthalmologist  made  it  clear  that  he  felt  responsible  for 
the  follow-up  care,  the  optometrist  then  told  the 
ophthalmologist  that  he  would  lose  raferrals  If  he  did  not 
"participate  in  this  type  of  thing."     (August,  1987) 

Case;     In  a  letter  from  the  referring  optometrist  to  the 

ophthalmologist  who  performed  the  surgery,  the  optometrist 
wrote,  "I  am  very  displeased  with  the  fact  that  I  was  not  . 
afforded  the  opportunity  to  participate  in  the  90  day  post- 
operative period... In  the  future,  I  fully  expect  to 
participate  in  the  care  of  my  patients." 
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Two  ophthalmologists  in  a  Pennsylvania  were  contacted  by 

"two  different  optometrists  who  suggested  referrals  based  on 
returning  the  patient  for  post-op  care... One  said  that  Dr.  X 
returns  them  one  week  after  surgery.' 

An  ophthalmologist  in  Arizona  was  contacted  by  a  local 
optometrist  who  had  previously  referred  several  patients  to 
him.    The  optometrist  told  him  that  all  of  her  cataract 
cases  were  being  referred  to  tvo  Other  clinics,  one  of  them 
about  20  miles  away.    She  asked  if  the  ophthalmologist  would 
be  willing  to  accept  cataract  referrals  and  allow  her  to  do 
the  post-op  care.    The  ophthalmologist  replied  'no'  and  has 
not  received  any  referrals  since  that  conversation. 

Some  ophthalmologists  are  courting  optometrists  (through  dinners 
and  'post -operative  management  seminars')  with  promises  of  post- 
operative Medicare  business  along  with  financial  and  other  types  of 

remunerations  (kickbacks)  in  return  for  selective  surgical 
referrals . 

Case  I    Staff  of  a  Medicare  carrier  were  asked  to  speak  on  the 

application  of  Modifier  54,  only  to  find  themselves  at  a 
pre-arranged  and  'highly  suspect'  dinner  hosted  by  a 
,     ophthalmic  group  for  optometrists,  with  the  clear  intent  of 

:      -     encouraging  selective  surgical  referrals  in  return  for  post- 
operative referrals.     (March,  1988) 

Caset    An  ophthalmologist  reports,  'We  have  ophthalmologists  in 
this  area  %^o  are  purchasing  ultrasound  instruments  and 

gifting  them  to  optometrists  to  serve  as  an  inducement  for 
the  optometrists  to  refer  cataract  patients.  The 
optometrists  are  performing  the  ultrasound  axial  length 
measurements  and  charging  Medicare  for  same.    They  then 
refer  the  patient  with  the  cataract  to  the  ophthalmologist 
for  surgery. " 

Caset     In  a  letter  sent  to  optometrists  in  Arizona,  offering  a 

seminar  in  cataract  management,  an  eye  center  announces  that 
it  "is  pleased  to  offer  doctors  of  optometry  a  unique 
opportunity  ...  to  be  involved  in  total  patient  management 
throughout  the  course  of  cataract  development,  surgical 
treatment,  and  post-operative  care.'  and  that  'Doctors  of 
Optometry  have  the  skill  and  instrumentation  to  provide  the 
post-operative  care  in  their  own  offices.  Therefore, 
following  surgery,  your  patient  may  return  to  your  office.* 
The  purpose  of  the  course  is  'to  educate  Doctors  of 
.  Optometry  about  Current  Approaches  to  Cataract  Care  and  to 

launch  this  opportunity  for  cooperative,  quality  patient 
care  delivery. " 

Some  ophthalmologists  and  third  party  management  groups  are 
establishing  Associations  that  cooperative  t**l*ctively  referring) 

optometrists  may  join  for  a  membership  fee  that  buys  themt 
donations  in  their  name  to  state  optometric  PACs;  continuing 
education  seminars;  reimbursement  and  optional  billing  services  for 
post-operative  care;  attorney  services;  and  other  benefits. 

Case ;    Letter  from  a  Pennsylvania  eye  center  announces  creation  of 
membership  association.    For  a  membership  fee  of  $500, 
optometrists  (who  refer  patients  to  the  Center)  receivet 
PAC  donation  of  $100,  quarterly  seminars  worth  $50-$100,. 
optional  billing,  reimbursement  for  post-operative  care; 
attorney  services.   (July,  1987) 

Case  t    Several  optometric  eye  centers  have  been  set  up  in 

California  that  invite  optometrists  to  enter  as  shareholders 
in  the  corporation  for  $3,000  in  cash.    Another  $2,000  is 
contributed  later.    Optometrists  refer  patients  to  a  closed 
panel  of  ophthalmologists .    Proceeds  from  reimbursements  and 
private  charges  are  shared  by  the  ophthalmologists  and  the 
corporation.    Cozrporate  earnings  are  then  paid  back  to 
optometrist-shareholders  in  the  form  of  advertising,  legal 
fees,  profits,  and  dividends.  (October,  1987) 

A  New  York  advertising  promotional  agency  through  its  use  of 
an  illegal  name  presents  itself  in  its  commercials  as  a 
medical  entity.    This  group  offers  cataract  surgery  at  no 
cost  to  the  Medicare  patient,  including  free  transportation. 
All  the  patient  would  have  to  do  is  to  claim  that  they  %fere 
a  hardship  case  with  no  proof  of  this  fact  required.  In 
return  for  these  referrals,  the  nine  physicians  pay  the 
agency  50%  of  their  surgical  fee. 
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Case;    In  letters  to  ophthalaologists  across  the  country,  a 
California  marketing  firm  describes  their  search  for 
ophthalmologists  who  would  have  exclusive  rights  to  the 
promotional  program  that  they  offer.    This  promotional 
program  consists  of  a  mailing  to  all  households  in  the  area 
with  a  resident  over  65  years  of  age,  provision  of  all 
administrative  services  for  the  program,  and  exclusive 
rights  to  all  referred  patients  for  up  to  three  years. 

In  some  instances,  cataract  surgery  is  being  done  sooner  than  is 
s»dically  necessary  as  a  result  of  incentives  for  referral  by 
optometrists^  in  anticipation  of  post-operative  follow-up. 

£AU:    Ophthalmologists  in  an  eastern  state  assert  that  'Greedy 
ophthalmologists  linking  with  greedy  optometrists  set  up 
closed  loop  net%#orks  where  major  eye  surgery  is  sanctioned 
and  performed  under  very  questionable  diagnoses  and 
indications . ' 

Case;    In  a  letter  to  an  optometrist,  a  Missouri  ophthalmologist 

emphasized  that  Medicare  is  requiring  state  PRO  pre-approval 
of  all  cataract  surgery  candidates  scheduled  after  January 
1,  1987.    He  OTites,  "If  you  have  any  patients  who  are 
probable  candidates  for  surgery  or  other  medical  referral, 
it  may  be  appropriate  to  encourage  patients  to  get  care 
before  Decffi&ber  31,  1986,  while  Medicare  coverage  is  still 
predictable." 

♦    Some  ophthalmologists  and  optometrists  are  entering  into  formal 
"co-management"  agreements  that  stretch  the  pre-operative 
diagnostic  role  of  optometrists  to  their  professional  limit  such 
that  ophthalmologists  first  see  their  patients  on  the  same  day  or 
minutes  before  surgery  is  performed  and  drastically  scale  back 
their  post-operative  role.    This  can  lead  to  premature  or 
unnecessary  surgery  and  can  block  the  early  detection  of  post- 
operative complications. 

Case:     In  October,  1987^  an  ophthalmologist  who  was  facing  charges 
of  the  North  Carolina  State  Board  of  Examiners, 
acknowledges  that  he  did  not  perform  the  24  hour  post- 
operative examination  in  several  cases  but  delegated  such 
examinations  to  nurses  and  optometrists  and  never  saw  some 
patients  anytime  during  the  post-operative  period. 

Case:    Several  senior  citizens  received  a  surprise  visit  by  a 

mobile  screening  unit  at  their  senior  center  in  Oklahoaa. 
After  getting  a  free  screening  by  optometrists,  t%ro  people 
were  told  that  they  needed  to  have  cataract  surgery  done  in 
a  city  200  miles  away.    Transportation  was  to  be  provided 
and  post-operative  care  was  to  be  provided  by  local 
optometrists.    One  of  the  patients  got  a  second  opinion  and 
found  out  that  she  did  not  need  surgery.    The  other  came 
down  with  a  cold  and  went  to  see  his  family  physician  yiho 
referred  him  for  a  second  opinion.    Again,  surgery  was  not 
indicated. 


Case:    An  optometrist  in  an  eastern  state  accon5>anies  patients  for 
(and  observes,  which  in  itself  is  fine)  same  day  surgery  - 

but  then  takes  over  the  immediate  after-care  of  patient, 
along  with  a  $500  check  from  the  attending  surgeon. 

Case;    A  Florida  eye  clinic  offers  free  cataract  and  glaucoma 

screenings.  If  the  patient's  vision  is  below  20/300,  he  is 
provided  transportation  to  an  ophthalmologist  who  is 
about  an  hour  to  an  hour  and  a  half  in  each  direction.  In 
one  case,  a  patient  was  told  that  he  had  a  cataract  which 
was  "ready  to  explode  in  their  eye  and  needed  emergency 
surgery."    After  undergoing  surgery,  post-operative  care  was 
provided  by  the  local  optometrist  in  the  area. 

Case:    One  case  cited  by  an  Oregon  ophthalmologist  involves  his 

patient  vho  previously  suffered  from  herpes  of  the  face  and 
eye  and  whose  poor  vision  is  caused  by  a  damaged  optic 
nerve.    The  patient  went  to  see  a  local  optometrist  who 
referred  her  to  another  ophthalmologist  with  whom  he  worked. 
This  ophthalmologist  performed  the  cataract  surgery  without 
requesting  the  patient's  previous  medical  and  optical 
records.     The  patient  does  not  remember  ever  seeing  the 
ophthalmologist  for  post-operative  care.    The  patient's 
vision  was  not  improved  by  the  cataract  and  implant  surgery. 
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*    Some  patients  are  being  sent  to  "cooperative"  ophthalmologist*  at 
great  distances  from  their  homes  (at  times  in  buses  and  at  tiiMS 
with  hotel  costs  covered  by  participating  surgeons).    This  suggests 
that  the  decision  to  proceed  with  surgery  is  being  made,  in 
essence,  by  the  referring  optometrist  and  only  validated  by  the 
surgeon  after  surgery  has  been  scheduled.     If  complications  arise, 
the  patient  must  either  travel  hours  to  see  the  surgeon  or  be 
admitted  to  an  emergency  room. 

Case;    An  ophthalmologist  in  an  eastern  state  is,  at  his  own 

expense,  busing  patients  in  from  other  states  and  arranging 
for  their  overnight  lodging  —  then  sending  them  back 
without  any  post-operative  involvement  on  his  part. 

Case;    In  an  Utah  eye  clinic,  out-of-town  patients  often  are 

examined  and  have  surgery  the  same  day  before  returning  to 
their  homes  where  the  local  optometrist  provides  the  post- 
operative care.    In  the  past,  this  eye  clinic  has  recruited 
optometrists  by  offering  $85.00  per  surgical  referral. 

Case;    A  rural  hospital  in  North  Carolina  was  approached  by  a  groap 
of  ophthalmologists  *^o  operate  a  large  ophthalmological 
outpatient  clinic  in  a  city  about  150  miles  away  with  a  plan 
to  fly  down  to  see  patients  in  the  Burning  at  the  office  of 
a  local  optometrist  and  perform  cataract  operations  In  the 
hospital  in  the  afternoon  and  provide  post-operative  care 
the  next  morning.    The  ophthalmologist  would  then  return  to 
his  home  and  leave  the  balance  of  the  post-operative  care  to 
the  optometrist.     If  any  complications  arise,  either  the 
patient  vrould  have  to  be  flo%m  up  to  the  ophthalnologlsts  or 
they  would  have  to  fly  down  because  the  ophthalaologlsts 
were  unable  to  arrange  any  local  ophthalmologists  to  cover 
for  them. 

Case;     In  a  small  community  in  Oregon,  local  optometrists  \iho  have 
their  offices  one  mile  of  five  ophthalmologists  refer  their 
patients  to  ophthalmologists  in  a  small  to%m  that  Is  four 
and  a  quarter  hours  away.    These  patients  amst  drive  through 
the  largest  metropolitan  area  in  the  state  and  through  the 
state  capitol  to  reach  this  other  snail  community..  Post- 
operative care  Is  provided  by  the  local  optOMtrlats. 

£A££t    A  patient  in  Nest  Virgins  %fas  told  by  her  local  optoaetrlst 
that  she  needed  cataract  surgery  and  she  had  to  go  to  an 
ophthalmologist  located  200  miles  away.    Despite  her  wish  to 
be  followed  post-opera tively  by  a  physician  closer  to  hoae, 
she  was  told  that  she  needed  to  be  seen  by  the  optosMtrists 
and  other  staff  of  the  operating  ophthalmologist  so  she 
continued  to  make  the  200-nile  drive.    She  only  saw  the 
ophthalmologist  briefly  before  surgery  and  during  the 
surgery  itself. 

*  Some  ophthalmologists  are  blocking  peers  from  co-managing  patient 
care  with  optometrists  —  actions  that  run  counter  to  current  Medicare 
law  and  encourage  optometrists  to  refer  patients  to  cooperative 
ophthalmologists  out  of  town  or  state. 

Case;    The  Washington  State  Academy  of  Ophthalaology  filed  a 

petition  in  October,  1986  with  the  Washington  State  Medical 
Disciplinary  Board  urging  a  ruling  that  would  bar 
ophthalmologists  from  making  surgery  after-care  referrals  to 
optometrists.    The  Board  declined  to  issue  a  binding  ruling 
but  did  reiterate  a  previous  Board  prescript  stating  that 
"economic  motivation  shall  not  be  the  basis  for  referral.' 
The  Washington  Academy  continues  to  pressure  their  members 
to  not  co-manage  with  optometrists. 

*  Some  optometrists  are  not  referring  patients  back  to  surgeons  on  a 
timely  basis  when  post-0{>erative  complications  arise. 

Case;    A  patient  was  referred  to  an  optometrist  for  post-operative 
care.    The  attending  ophthalmologist  then  left  tovm  on 
vacation,  entrusting  follow-up  care  to  the  optometrist 
exclusively.    Complications  developed  on  day  six  that  %fere 
misdiagnosed  by  the  optometrist.     12  hours  later,  the 
patient  went  to  an  emergency  room  and  was  referred  to  an 
ophthalmologist  who  immediately  performed  surgery.     She  has 
lost  her  vision  and  may  also  lose  her  eye  as  a  result. 
(March,  1988) 
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Articles  on  'how  to  co-manage"  are  appearing  in  trade  journal*, 
•OM  of  which  encourage  sane  day  surgery  and  abbreviated 

post-operative  oversight  by  the  attending  surgeon  for  the 
"convenience"  of  the  patient. 

Caset    Article  in  February,  1988  Review  of  Optometry  by  «m 

optometrist  advising,  "...  see  if  you  can  schedule  surgery 
before  the  surgeon  even  meets  the  patient....  After  the 

patient  has  had  surgery,  you  can  immediately  take  over  the 
patient's  care. " 

Some  ophthalmologists  who  are  reluctant  to  give  up  their  patients 
post-operatively  (for  professional,  monetary  or  malpractice 
reasons),  but  risk  losing  referrals  if  they  do  not  cooperative  with 
optometrists,  are  continuing  to. do  the  acute  post -operative  work, 
but  passing  off  the  dollar  value  under  Medicare  to  the  optometrist. 

Caset    The  OIG  has  found  lower  than  expected  cases  where  the 
Modifier  54/55  has  been  used,  suggesting  that 
ophthalmologists  are  continuing  to  provide  post-operative 
care  and  finding  other  ways  of  "appeasing"  referring 
optometrists . 

Caset      A  senior  official  of  a  Medicare  carrier  admitted  to  being 

told  that  ophthalmologists  are  performing  all  post-operative 
care  but  passing  along  that  portion  of  the  Medicare 
reimbursement  for  which  optometrists  are  now  eligible  in 
order  to  ensure  continued  surgical  referrals. 
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LETTER  OF  AGR^MENT 

To  b«  entered  into  between  the  Eye  Institute,  M.D.,  Director 

and  all  referring  Optometrist!. 

It  is  the  undemanding  of  both  parties, .  M.O.  and 


that  the  global  fee  received  by  Dr.    is  an  exclusive  fee  for  the 

follow  UP  care  of  post-aurgicgj  cataract  patigntJt.  Tha  f«#  is  In  paymgnt  fop  tK*  Bptam^trUtt 
provl»io«  of  post-op  cataract  cars^fpr  a  pericd  of  $  months  after  ttirg«f7.  This  fee  is  paid  oer 
cataract  surgical  patient  referral.  If  the  patient  has  bilateral  cataracts,  the  fee  is  still  $200.00 
in  total.  There^wiU  be  a  slight  adjustment  down  for  patients  who  have  Medicaid,  in  that  the 
level  of  reimbursement  of  Medicaid  patienu  is  not  that  of  other  third  party  carriers.  This  down- 
warid  adjustment  will  be  on  a  strict  ratio  basis. 

The  global  fee  wlU  be  received  by  the  Optometrist  approximately^Syeeks  after  the  cataract 
surgery  is  performed,  allowing  the  .  Institute  to  receive  Medicare  reimbursement 

for  the  surgical  service. 

The  global  fee  of  S200.00  per  patient  requiring  either  unilateral  or  bilateral  cataract  surgery 
is  paid  to  Optometrists  who  have  met  the  following  requirements: 

1)  The  post  surgical  patient  will  be  seen  at  3  weeks,  6  weeks,  3  months,  and  6  months  post 
cataract  surgery.  Additionally,  the  patient  should  be  seen  on  more  frequent  intervals 

v\  when  other  aequalae  occur.  Examples  of  such  are:  microhyphema,  elevated  intraocular 
pressures,  cystoid  macular  edema,  and/or  secondary  iritis. 

2)  On  each  evaluation  the  Optometrist  will  obtain  keratometry  readings,  intraocular  pressure 
readings,  refraction,  and  best  corrected  visual  acuity.  Additionally,  there  will  be  space 
on  the  presupplied  postcard  for  the  Optometrists  remarks  with  reference  to  status  of 
the  anterior  and  posterior  segments.  The  card  is  signed  by  the  Optometrist  and  mailed 
to  the  ^  Institute  to  that  it  can  be  placed  in  the  patients  chart  for  permanent 
recoru. 

3)  It  is  understood  that  the  patient  will  not  be  billed  by  the  Optometrist  for  >any  foUow 
up  services  during  the  6  month  post-surgical  period.  The  ^obal  fee  is  understood  to 
prepay  and  billing  that  would  come  from  the  Optometrists  office  for  that  period  of  time, 
and  any  billing  from  the  Optometrist  would  be  considered  by  Medicare  to  be  duplication 
of  services.  .j^  . 

Tha  Institute  will- be  .  responsible  for  the  education  of  each  Optometrist 

as  to  dosage  adjvtftraent  and  tltraUon'of  cortli^  steriods  and  antibiotlces  post-operatively 
to  help  minimize  post-operative  astigmatism.  This  education  will  take  place  in  a  series 
of  4  monthly  scheduled  visiu  by  the  Optometrist  to  Institute.  During 

these  visits  the  Optometrists  referred  patienu  will  be  seen  at  various  •  ages  of  post- 
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June  5,  1987 


Dear  Dr. 

Thank  you  for  taJcing  the  tine  to  learn  nore  about 

last  week.     We' greatly  appreciate  having 
the  opportunity . to  share  our  thoughts,  concerns  and 
solutions  to  sose  of  the  major  challenges  in  optometric 
care  today. 

Based  on  your  indication  of  interest  in 
we  have  comnited  to  fomally  enter  the 
Tennessee  area.    We  have  already  begun  several 
developaent  activities  on  which  we  intend  to  update  you 
through  regular  conaunications.    Once  the  offering  memo 
is  complete,  in  a  few  weeks,  you  will  have  the 
opportunity  to  invest.     In  the  meantime,  you  will  be 
hearing  more  from  ms  —  and  please  feel  free  to  contact 
us  with  any  questions  or  ideas  you  may  have. 

Z  would  like  to  underscore  the  comairtment  of  the 
ophthalmologists.  Dr.  '        and  Dr. 

to  the  creation  of  this  eye  care  networx."  As 
Dr.  said,  the  eye  care  market  and  optometrists' 

concerns  have  shifted  greatly  in  just  the  last  five  or 
six  years.     But,  the  overriding  mission,  to  provide 
quality  eye  care,  remains  the  same  —  and  will  be  the 
coifherstone  of  policy. 

Just  to  clarify,  Drs.  and  vill  be 

headquartered  in  _  but  will  continue  to  serve 

and  other  futures  sites.    We  vill  be  exploring  a 
transportation  system  for  patients  to  complement  this 
network  of  offices. 

This  ophthalmologic  care  network  will  provide  you  and 
your  patients  high  quality  care,  and  fast  communication 
of  clinical  data. 

Additional  benefits  that  will  provide 

include: 

Batyr"       the  patient  for  appropriate"  follow-up 
and  the  resumption  of  primary  eye  care. 

Hore  cost  efficient  business  office  operations  of 
your  practice 

Enhanced  public  awareness,  image,  and  prestige  in 
your  community 

Convenient  source  of  transcript-quality, 
ffontinuina  education  to  maintain  and  enhance  your 
skills 

A  source  of  income  and  financial  growth  through 
the  limited  partnership  investment 

Dr.  as  I  mentioned,  you  will  be  hearing  more 

from  us  on  this  very  important  topic.  We  thank  you  for 
your  interest  in  '  "  and  look  forward  to 

seeing  you  soon  again. 

Thank  you. 


Sincerely, 
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A  Proposal  For  An 
INTEGRATED  EYE  CARE  NETWORK 
For 

June  1,  1987 


This  document  Is  provided  to  you  for  discussion  purpose 
only  in  order  to  solict  an  indication  of  interest,  if  any, 
and  is  not  intended  to  describe  the  actual  teras  of  any 
proposed  offering  of  securities. 

THIS  DOCUMENT  DOES  NOT  CONSTITUTE  AN  OFFER  TO  SELL  ANY 
SECURITY  AND  SHOULD  NOT  BE  CONSTRUED  AS  SUCH. 


is  a  privately  held  -based 
healthcare  nanagement  firm.    A  najority  interest  is  owned 
by  practicin(  optoae t r is ts .     The  firs  provides 

pi^rtial  capitalization  and  conplete  aanagenent  support  in 
the  development  of  integrated  eye  care  networks.  These 
networks  relate  optometry  and  ophthalaology  for  the 
purpose  of  marketing,  managed  care  representation, 
continuing  education,  enhancing  professional  standards, 
improving  the  aua,lity  of  patient  care,  and  all  aspects  of 
practice  management. 


will  provide  fee-based  management  and 
marketing  services  to  ophthalmologists.     These  services 
are  particularly  useful  to  ophthalmologists  who  rely 
heavily  on  communications  and  cooperative  consultations  / 
and  referrals  from  optometrists  and  physicians.  / 

■>  overall  strategy  is  primarily  to  promote 
and  expand  the  practices  of  independent  practicing 
optometrists  under  the  marketing  umbrella  of 

Secondarily  will  promote 

and  enhance  the  surgical  practice  of  ophthalmologists 
whose  practices  are  being  managed. 
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The  Clinical  Need 

Optometrists  today  are  facing  Issues  not  encountered  just 
a  few  years  ago.     These  aay  include  the  influence  of 
cosmetic  factors,  rising  costs  of  supplies,  the  need  for 
convenient  continuing  education,  and  the  loss  of  patients 
due  to  competition  from  chain  organizations.    The  major 
needs  which  usually  appear  on  most  optometrists'  list  of 
concerns  include: 

1.  The  clinical  need  for  an  ophthalmologist  who  renders 
high  Quality  patient  care  in  an  optometric  oriented 
setting .  .    -  : 

2.  The  need  for  competent,  hands-on,  continuing  education 
to  maintain  and  expand  upon  the  clinical 
Qualifications  of  the  optometrists. 

3.  The  need  for  an  integrated  approach  to  practice 
management,  buying,  marketing,  entry  into  HMO's,  etc. 

addresses  these  needs.    Other  companies  have 
been  established  to  address  some  of  these  needs  also. 
However,  what  distinguishes  is  its 

Innovative  approach,  structure,  and  management,  all  of 

which  focus  upon  enhanc-ing  the  influence  of  the       v    a  - 
independent  optometrists,  in  this  rapidly  changing 
environment. 

The  Business  Concept  -  -^.'5 


-was  organized  by  optometrists  for 
optometrists.     Obviously,  no-one  better  understands  the 
patient's  needs  than  practicing  optometrist.     In  addition, 
no-one  better  understands  the  needs  of  the  optometrists  in 
practice.     While  the  need  of  the  patient  is  for  continuing 
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high  Quality  clinical  care  in  a  managed  climate,  the 
practitioner  needs  business  assistance  in  two  areas, 
namely: 

1.  Expanding  revenues,  and 

2.  Controlling  expenses 

A.     Expanding  Revenues 

There  are  three  means  by  which  will  attempt 

to  expand  patient  volume,  and,  thereby,  revenues.  The 
first  is  to  assist  the  practitioner  in  his  existing 
practice.     Often,  referral  of  a  patient  to  an 
ophthalaologist  results  in  loss  of  the  patient  and 
family.  s  stated  plan  is  for  the 

ophthalmologist  to  return  the  patient  to  the  optometrist 
for  the  appropriate  follow-up  care.  This  concept  should 
result  in  expanded  volume  and  revenue. 

The  second  area  of  concentration  is  Increasing  the  market 
share  in  each  geography.    The  marketing  strategies  and 
advertising  tactics  will  be  designed  and  implemented  for 
specific  areas  achieving  greater  recognition  for  each 
practice  affiliated  with  a  stronger 

collective  Image  In  the  mind  of  the  public,  and, 
eventually,  an  increase  in  patients. 

The  third  expansion  effort  will  focus  on  winning 
contractual  arrangements  with  Insurance  carriers,  and 
managed  care  companies.     The  attraction  of 
to  these  carriers  is  simply  that  the  '  network 

represents  an  integrated  eye  care  plan  which  includes  the 
necessary  .elements  of  optometry,  ophthalmology,  and 
optical  materials.    Because  will  develop  and 

manage  such  integrated  networks,  we  are  optimistic  about 
our  ability  to  obtain  agreements  with  these  carriers. 
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B.  Expenses 

In  addition  to  addressing  the  revenue  factor, 

will  provide  services  designed  to  control 
and  reduce  the  expenses  of  your  practice.    While  the 
coBplete  aenu  of  services  is  still  being  defined,  the 
following  areas  deserve  attention: 

Group  purchasing  will  be  offered  through  the 

Supply  Company.     The  Supply  Company  will 
offer  you  ease  pnd  convenience  in  selection,  order 
processing,  receiving  and  billing. 

Central  reimbursement  services  will  be  offered  to 
provide  you  with  a  computer-based  means  of  dealing 
with  claims  processing. 

Business  offices  services,  including  billing, 
collections,  wage  and  salary  administration  and 
benefits  planning  will  be  offered.  ,        .  ,  , 

Marketing  services  for  your  individual  practice  will 
be  available.    In  concert  with  the  overall,  area-wide 
marketing  services  provided,  these  services  will  be 
specifically  tailored  to  your  individual  practice  and 
its  profile  . 

In  short,  the  expense  reduction  and  control  activities  are 
designed  to  be  broad  in  scope  to  allow  the  choice  of 
services  most  relevant  to  your  practice. 

The  Pine  Print 

Meeting  the  optometrist's  needs  Is  only  one  part  of  the 
concept  and  t>lan  of  Eaually  Important  Is 

its  Innovative  structure  which  has  been  specially  designed 
for  majority  ownership  by  practicing  optometrists. 
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establishes  a  wholly-owned  subsidiary  which 
will  serve  as  the  general  partner  of  a  liaited 
partnership.    The  United  partners  are  the  optometrists 
^^and  the  selected  ophthalmologist(s) . 

assumes  complete  responsibility  for  both  developing  the 
center  and  managing  it  on  a  day-to-day  basis.  The 
ownership  structure  is  expected  to  be  : 

Optometrists 

Ophthalmologist 


By  partnership  agreement,  the  majority  interest  will 
always  be  held  by  optometrists. 

Net  income  to  the  partnership  will  be  divided  exactly 
according  to  the  partnership  interests.  If 
puts  up  2St  of  the  initial  capitalization,  it  will  receive 
25)  of  the  net  income,  not  som  higher  disproportionate 
amount  as  some  General  Partners  demand. 

provides,  and  is  compensated  for,  on-site 
management  of  the  center.    The  fees  paid  to  the  General 
Partner  will  be  negotiated  prior  to  the  writing  of  the 
limited  partnership  subscription  documents;  thus,  each 
investor  will  know  the  fee  in  advance. 

The  General  Partner  secures  certain  services  from  the 
corporate  staff  of  These  services  are 

charged  to  the  partnership. 

The  limited  partnership  units  can  only  be  sold  pursuant  to 
a  document  called  an  offering  memorandum, 
representatives  will  be  available  to  discuss  fully  all  of 
your  concerns  before  you  purchase  a  unit.     The  funds 
collected  by  the  sale  of  the  partnership  units  will  he 
described  in  detail   in  the  offering  memoranduro. 
Typically,   those  proceeds  will  be  used  to  develop  and 
start-up  the  center,   including  appropriate  start-up 
operating  costs. 


no  less  than  Sl% 


no  more  than  24%_j  • 
approximately  2S\ 
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FroB  a  financial  view  point,  purchase  of  a  linited 
partnership  unit  allows  you  to: 

--    have  a  stake  in  a  business  you  know  very  well 

participate  in  a  co-operative  venture  which  is  auch 
larger  than  your  own  practice 

--    own  a  financial  asset  which  aay  appreciate 


Rather  than  use  a  pre-set  fornula,  prefers 

to  tailor  the  investaent  to  the  specific  needs  of  each 

group  of  optoaetrists .    The  purchase  price  per  unit,  the 

nuabe r  of  units  to  be  sold,  and  the  use  of  the  proceeds 
will  be  developed  later. 


Suaaary  of  Benefits 


intends  to  generate  significant  benefits 
through  its  regional  integrated  eye  care  network.  Aaong 
these  are: 

—    Access  to  a  high  Quality  ophthaliologic  referral  source 

Fast  coamunication  of  comprehensive  clinical  data 
resulting  from  the  referral  to  the  ophthalaologist 

Return  of  the  patient  for  appropriate  follow-up  and 
the  resuaption  of  primary  eye  care 

--    Expanded  practice  volumes  arising  froa  the  aarketing 
activities  of  the  network 

--    More  cost  efficient  business  office  operations  of  your 
practice 


262 


267 

Enhanced  public  awareness,  image,  and  prestige  in  your 
community 

Convenient  source  of  transcript-quality,  continuing 
education  to  maintain  and  enhance  your  skills 

A  source  of  income  and  financial  growth  through  the 
limited  partnership  investment 

The  combination  of  these  benefits  should  assist 
optometrists  in  their  goal  of  achieving  more  effective 
patient  care.     The  bottom  line  with  which  all  agree  is  TOP 
QUALITY  EYE  CARE. 


'-'1-",^..      J: i  i^ijpfk^ V  : 
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NEW  OMNI  TACK  SPARKS 
CONTROVERSY 

Omni/MediVision, 
the  nation's  largest  re- 
ferral center  company". 
has  quietly  been  making 
some  big  changes  in  its 
30  centers.  Among  other 
things,  it's  switching 
from  contract  surgeons 


to  privately  practicing 
surgeons  in  at  least  some 
of  its  centers,  and  it's 
testing  the  concept  of  ad- 
vertising directly  to  the- 
public  in  order  to  build 
cataract  surgery. 

The  changes  are  ap- 
parently an  attempt  to 
make  the  centers  more 
profitable;  company 
spokesmen  say  Omni/ 
MediVision  is  set  up  to 


serve  optometry,  gj^ 
ophthalmology.  But 
these  changes,  along 
with  Omni's  perceived 
failure  to  clearly  com- 
municate its  actions  or 
reasoning  to  optome- 
trists, has  raised  ques- 
tions among  many  O.D.s. 
Some  say  they  fear  that 
the  company  is  straying 
too  far  frpm  9Pt<?metrY's 

control,  and  that  if 
things  turn  sour,  Omni 
could  turn  into  a  compet- 
itor. One  past  AOA  pres- 
ident says  he  fears  that 
Omni  could  too  easily 
change  from  optometry's 
best  friend  to  "part  of 
the  problem." 

The  situation  may 
have  begun  to  develop  as 
early  as  last  fall,  when 
Omni  suddenly  an- 
nounced its  merger  with 
MediVision.  a  firm 
which  manages  ophthal- 
mological  practices 
along  with  outpatient 


Mike  Giovanetti 's  one  of 
the  Cincinnatti  O.D.s 
mulling  over  Omni  offer. 

surgical  centers. 

Omni  spokesmen  said 
they  needed  MediVi- 


sion's  expertise  with  am- 
bulatory surgical  cen- 
ters. MediVision  wanted. 


Omni's  good  will  in  the, 
optometric  community 
and  its  experience  buildj 


mg  O.D.  networks!" 

BUI  kbme  O.D.s  we 
questioned  were  un- 
nerved by  the  move;  few 
had  experience  with 
MediVision,  and  not  sur- 
prisingly ,_mosLi:eferTing 
O.D.s  received  no  ad- 
vance warning  of  the 
merger.  O.D.s  were  hap- 
py with  Omni,  but  its 
new  partner  was  an  un- 
known. Says  one  Vir- 
ginia O.D.:  "MediVision 
worries  me  a  little  bit." 

Soon  after  that,  the 
company  started  making 
some  controversial 
moves  in  some  centers. 

First,  Omni  began  test 
marketing  self-referral 
for  cataract  patients. 
The  self-referral,  called 
selective  entry  by  Omni, 
is  an  attempt  to  increase 
the  number  of  cataract 


surgeries  performed  at 
the  centers. 

Under  the  system,  pa- 
tients get  screened  at 
Omni  facilities,  sched- 
uled for  surgery  if  neces- 
sary, and  then  referred 
to  O.D.s  for  follow-up 
care.  If  self-referring  pa- 
tients don't  need  surgery 
but  do  need  a  primary 
care  eye  doctor,  Omni  re- 
fers them  to  one  of  the 
O.D.s  in  the  network. 

The  push  for  self-refer- 
ral came  after  Omni/ 
MediVision  ran  test 
marketing  programs  in 
the  Baltimore,  New  Jer- 
sey, and  Atlanta  mar- 
kets. Omni  used  direct 
mail  to  urpe  patients_  to, 
■         of  se' 


visit  one  of  severfd  refer- 
ring O.D.s'  offices  foF  a 
cataract  screening.  But, 


the  centers  got  almost  no. 
referrals  out  of  the  pro-: 
gram.  H  Was  "a  huge  eco- 
nomic  loss  for  the  com- 
pany," says  Ronald  Fair, 
O.D.,  a  former  AOA  pres- 
ident and  now  a  paid 
consultant  to  Omni/ 
MediVision.  When  Omni 
tried  offering  potential 
patients  cataract  screen- 
ings at  the  centers  them- 
selves, the  response  was 
much  better,  says  Fair. 

Fair  says  selective  en- 
try will  help  Omni  "bet- 
ter compete  with  other 
providers  who  take  di- 
rect entry  and  do  prima- 
ry care."  Adds  company 
spokesperson  Louise 
Berry,  "Pure  and  simple, 
it's  an  excellent  way  to 
capture  patients  into  the 
system." 

The  company  may  also 
see  selective  entry  as  a 
way  to  ameliorate  what 
it  sees  as  a  big  problem: 
(Continued  on  p.  7) 
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OMNI 

Referral  splitting.  Ac- 
cording to  Fair,  about 
one-third  of  Omni  O.D.s 
are  "still  splitting  their 
referrals"  between  the 
Omni  center  and  other 
surgeons.  This  reduces 
Omni's  revenues. 

Omni  says  it  will  use 
selective  entry  only  in 
areas  where  its  local  op- 
tometric  advisory  board 
approves  it.  So  far,  the 
Atlanta  board  is  the  only 
board  to  have  approved 
this  technique. 

Still,  some  optome- 
trists see  selective  entry 
as  a  threat.  One  of  Om- 
ni's original  sales  points 
was  that  patients  could 
enter  an  Omni  facility 
only  through  referral 
from  an  optometrist. 
The  only  exception  was 
if  a  patient  was  under 
the  care  of  a  competing 
ophthalmologist.  Some 
O.D.s  fear  that  if  Omni 
centers  cultivate  patient 
sources  other  than  op- 
tometrists, optometrv 
mav  have  less  control 
over  the  centers. 

Some  doctors  say 
they'd  approve  of  adver- 
tising cataract  screen- 
ings if  the  ads  directed 
patients  to  them  instead 
of  to  Omni.  If  Omni 
schedules  fewer  cataract 
surgeries  when  O.D.s  do 
the  screenings,  it  may 
just  be  because  O.D.s  are 
more  conservative,  says 
one  Midwestern  O.D. 

As  for  referral  split- 
ting, O.D.s  say  they  do  it 
for  patient  care  reasons. 
New  Jersey  O.D.  Barry 
Schneider  says  he's  very 
satisfied  with  the  Omni 
facility  near  him.  But,  he 
adds,  "I  use  all  of  my  re- 
ferral sources  as  I  feel 
my  patient  needs  them." 

The  second  big  change 
Omni's  making  is  a 


switch  to  affiliations 
with  local,  established 
surgeons  instead  of 
bringing  in  an  M.D.  from 
outside  the  area,  as  it 
has  in  the  past. 

For  instance,  in  Wil- 
mington, the  center  sur- 
geon plans  to  leave  the 
city.  Local  O.D.s  were 
told  Omni  would  move 
the  center  to  the  practice 
of  a  local  surgeon. 

A  similar  move  may 
have  taken  place  at  two 
other  existing  centers.  In 
one  Omni  center,  a  sur- 
geon reportedly  left,  tak- 
ing patient  records  with 
him,  and  set  up  a  private 
practice. 

And  at  the  center  in 
Northern  Virginia,  the 
loc£il  advisory  board  re- 
portedly replaced  the 
Omni  surgeon  with  an- 
other surgeon.  Omni 
refuses  to  comment  on 
either  situation,  citing 
legal  concerns. 

In  at  least  one  other 
center,  Omni  suggested 
the  hired  surgeon  be  re- 
placed with  a  local  M.D. 
Board  O.D.s  rejected  the 
idea.  Berry  will  say  only 
that  centers  are  being 
"retrofit"  on  a  market- 
by-market  basis. 

Why  is  Omni/MediVi- 
sion  switching  to  local 
surgeons?  Berry  says  the 
primary  reason  is  to  cre- 
ate centers  that  are  a  hy- 
brid of  the  two  types  of 
centers,  combining  Om- 
ni's concept  with  Medi- 
Vision's.  In  the  MediVi- 
sion  format,  surgeons 
hire  the  company  to 
manage  their  outpatient 
surgical  center,  their 
practices,  and  do  their 
marketing. 

There  may  also  be  a  fi- 
nancial advantage  in  the 
switch.  When  Omni/Me- 
diVision  affiliates  with 
an  established  surgeon, 
it  doesn't  have  to  lease 
space  or  purchase  costly 


equipment. 

Too,  some  of  these  sur- 
geons already  draw  a 
substantial  amount  of 
referrals  from  O.D.s. 
This  may  make  con- 
struction of  a  referral 
network  easier. 

Omni  says  optome- 
trists still  have  plenty  of 
control  over  these  local 
surgeons.  According  to 
Fair,  every  surgeon  must 
sipi  a  contract  requiring 
him  to: 

•  Cease  accepting  new 
primary  care  patients. 
The  surgeon  gets  a  grace 
period  of  a  few  months  to 
finish  caring  for  those 
patients  he  already  has. 
Because  MediVision  em- 
ployees processes  all  the 
paperwork,  the  company 
also  checks  billing  proce- 
dures and  other  items  to 
ensure  surrgeons  aren't 
doing  any  primary  care, 
according  to  Berry. 

•  Refer  patients  to 
O.U.s  immediately  after 
cataract  surgery; 

•  Divest  of  any  optical 
dispensaries; 

•  Testify  for  optomet- 
ric  legislation: 

•  Provide  CE  to  O.D.s; 

•  Remain  responsive 
to  the  optometric  adviso- 
ry board; 

•  Use  a  retinal  spe- 
cialist. 

•  Use  the  Omni/Medi- 
Vision  name. 

But  despite  Omni's  re- 
assurances, some  optom- 
etrists see  this  move  as 
another  threat  to  their 
ability  to  control  the 
Omni  centers. 

The  idea  of  using  local 
surgeons  makes  some 
O.D.s  "nervous,"  says 
Phoenix  O.D.  Robert 
Maynard.  Omni  opto- 
metric boards  have  bet- 
ter control,  Maynard 
says,  with  an  M.D.  from 
outside  the  area.  "He 
has  no  practice,"  says 
(Continued  on  p.  8) 
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RETAINS  SUPPORTERS 

Omni /MediVision 
faces  criticism  from 
some  O.D.s  for  the 
changes  it's  making  in 
its  centers.  But  other 
O.D.s  remain  staunch 
supporters  of  the  com- 
p£my  and  its  new  ideas. 

Gray  Sass,  an  O.D.  af- 
filiated with  the  Omni 
center  in  Atlanta,  is 
quick  to  jump  to  Omni's 
defense. 

Sass  admits  the  com- 
pany's going  through 
some  "growing  pains." 
But  he  also  says  he  be- 
lieves Omni's  merger 
with  MediVision  will 
benefit  both  the  compa- 
ny and  optometry. 

Sass  heartily  ap- 
proves of  the  decision 
by  the  Atlanta  center's 
board  of  directors  to 
change  to  self-referral 
for  cataract  screening 
and  surgery. 

With  the  current  sys- 
tem of  referral  only 
through  O.D.s,  he  says, 
"you're  not  only  con- 
straining patients  from 
entering  Omni,  but  also 
from  entering  the  opto- 
metric mainstream." 
Currently,  when  a  cata- 
ract patient  tries  to 
self-refer,  he's  given 
what's  perceived  as  a 
runaround,  says  Sass, 
when  they're  told  to  see 
their  own  O.D.  Instead, 
he  says,  he'll  simply 
call  another  ophthal- 
mologist, who  will  take 
him  in,  perform  sur- 
gery, and  hang  on  to 
the  patient  for  primary 
care. 

Sass  scoffs  at  O.D.s 
who  worry  about  losing 
patients  to  the  centers. 
Omni  "has  no  interest 
in  doing  primary  care," 
Sass  says. 
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Maynard,  "and  has  to 
work  with  the  O.D.s  to 
build"  one. 

Some  worry  about 
sending  all  their  refer- 
rails  to  a  surgeon  who  has 
a  patient  and  referral 
base  in  the  community. 
If  the  surgeon  breaks  the 
contract,  he  might  re-es- 
tablish his  primary  care 
practice  in  part  by  woo- 
ing away  optometric  pa- 
tients. 

Some  also  say  the  stip- 
ulation that  the  M.D.  di- 
vest  of  optical  dis- 
pensaries isn't  strong 
enough.  "What  if  he  sells 
the  dispensary  to  his 
wife?"  asks  one  O.D. 

O.D.s  are  also  con- 
cerned that  they  have 
too  little  control  over 
surgeon  selection. 

In  Cincinnatti,  some 
optometrists  are  upset 
with  Omni  because  they 


say  the  company  has  ap- 
proached a  local  surgeon 
without  first  consulting 
them  or  building  a  net- 
work of  referring  optom- 
etrists. 

Many  optometrists 
have  focused  their  refer- 
rals  to  one  surgical 
group  in  the  city.  But 
when  Omni  representa- 
tives approached  this 
group  about  installing 
an  Omni  center,  the 
group  declined.  Accord- 
ing to  the  O.D.s,  Omni 
then  approached  anoth- 
er, smaller  surgical 
group  which  competed 
directly  with  optome- 
trists for  primary  care 
patients. 

Omni  then  made  a 
proposal  to  the  city's  op- 
tometrists. If  this  surgi- 
cal group  dropped  its  pri- 
mary  care  practice, 
would  they  shift  their  re- 
ferrals to  it?  Members  of 
the  Cincinnatti  Opto- 
metric Association  "re- 


soundingly rejected"  an 
affiliation  with  the  sur- 
geon chosen  by  Omni,  ac- 
cording  to  Michael 
Giovanetti,  president  of 
the  association.  Says  an- 
other Cincinnatti  O.D.: 
"They  can't  come  in  here 
and  shove  somebody 
down  our  throats."  At 
press  time,  area  O.D.s 
were  planning  to  talk  to 
Omni  again. 

How  will  Omni 
smooth  relations  with 
O.D.s?  Company  spokes- 
men think  the  biggest 
problem  may  be  poor 
communications  with 
optometry.  Says  Fair: 
"Communications  are 
probably  the  only  thing 
that  lacked  for  atten- 
tion" in  recent  months. 
In  fact,  that's  the  reason 
Fail  was  brought  on 
board.  His  role,  he  says, 
is  to  help  "re-establish 
the  original  credibility 
that  Omni  held." 

Under  Fair's  direc- 


tion, Omni  has  begun 
quarterly  meetinp  with 
Omni  board  members. 
The  first  was  held  last 
month  in  Delaware. 

The  company  says  it 
has  also  set  up  regular 
communications  be- 
tween center  directors 
and  the  Boston  head- 
quarters. And  the  com- 
pany's established  an  in- 
ternal newsletter  sent  to 
all  optometric  board 
members.  Berry  also 
points  out  that  a  practi- 
tioners' representative 
makes  contact  with 
O.D.s  on  a  regular  basis. 

Fair  asserts  that 
Qmni/MediVlsion  is  stUl 


'an  optometrv-driven 
company    set  up  pri- 


marily to  serve  patients 
and  benefit  9Ptometrv. 


and  says  he  believes 
Omni  will  continue  to 
serve  optometry  as  be- 
fore. Only  time  will  tell 
if  that  prediction  will 
hold  true. 


REVIEW  OF  OPTOMETRY/MARCH  1987 


266 


Chairman  Stark.  Doctor,  before  we  hear  from  the  optometrists — 
I  am  sure  Mr.  Gradison  would  join  me — some  of  the  toughest  deci- 
sions we  have  as  nonprofessionals  is  the  jurisdictional  disputes, 
whether  it  is  between  nurses  and  LPN's  or  nurse  anesthesiologists, 
or  psychiatrists  and  psychologists,  all  of  them  seem  to  have  some 
reimbursement  connected  with  them.  There  is  not  just  pure  old 
concern  for  the  patient's  health,  although  that  may  be  a  lot  of  it, 
there  is  also,  I  suspect,  some  commission  involved  in  it. 

We  have  tried  on  this  committee  to  pass  the  buck.  We  have  been 
blessed,  I  think,  by  having  good  advisors  in  the  form  of  PhysPRC 
and  I  assume  we  are  soon  to  get  ProPAC,  and  I  think  our  inputs 
are  accepted  to  see  that  there  is  a  balance  of  professional  back- 
grounds and  philosophies  on  those  commissions  so  that  we  can  rely 
on  them  to  help  us  make  decisions,  because  I  know  in  my  case  half 
the  procedures  that  you  perform  I  can't  spell  or  understand,  and 
hope  never  happen  to  me. 

So  I  think  it  is  in  the  best  interests  of  your  profession  and  our 
medical  care  that  we  don't  get  boxed  into  the  position  of  trying  to 
make  decisions  about  how  you  practice  medicine  or  who  does  fol- 
lowup  work.  So,  I  don't  mean  to  beg  the  issue,  I  am  aware  that  it  is 
there,  and  we  are  going  to  to  have  to  look  for  professional  advice 
that  is  as  objective  as  we  think  it  can  be  to  help  us  out  of  this  di- 
lemma. The  more  you  help  us  and  the  more  objective  information 
you  can  send  us,  the  easier  it  is  going  to  be. 

We  appreciate  it. 

Dr.  Stokes.  Our  concern,  of  course,  is  a  quality  issue.  We  are  con- 
cerned about — there  is  noncomparable  situation  in  medicine  reim- 
bursed under  the  Medicare  system,  where  postoperative  care  is  pro- 
vided by  a  nonmedical  doctor. 

Chairman  Stark.  There  is.  The  physical  therapists. 

Dr.  Stokes.  Not  directly  related  to  the  surgical  procedure,  not 
evaluating  the  postoperative  course.  But  we  recognize  the  major 
role  of  this  committee  is  one  of  concern  with  the  budget  and  fi- 
nance and  not  disregarding  quality,  but  it  is  a  financial  concern. 

Chairman  Stark.  That  is  quite  right. 

Dr.  Stokes.  We  identify  this  as  a  fiscal  issue  because  we  feel  the 
volume  of  cataract  surgery,  though  perhaps  because  of  the  technol- 
ogy allowing  earlier  surgery  and  the  growing  number  of  senior  citi- 
zens, certainly  means  that  most  of  the  cases  that  are  being  done 
should  be  done,  we  feel  there  are  cases  that  shouldn't  be  done  yet, 
and  we  think  one  of  the  situations  that  has  evolved  is  in  allowing 
the  optometrist  to  refer  these  patients  and  then  automatically  get- 
ting them  back  and  generate  some  Medicare  funds  from  them.  So  it 
eliminate  the  disincentive. 

Chairman  Stark.  Let  me  ask  you  this.  I  don't  know  the  answer 
but  it  is  my  guess  90  percent  of  cataract  surgery  will  be  necessary 
eventually.  In  other  words,  if  the  patient  lives  long  enough.  So  that 
the  worst  that  happens  is  it  is  done  earlier  than  may  be  necessary, 
and  you  do  it  when  a  person  is  60  and  they  might  have  well  post- 
poned it  until  they  are  72. 

Dr.  Stokes.  I  would  say  that  is  true. 

Chairman  Stark.  Maybe  they  are  going  to  find  a  cure  with  drugs 
and  things,  but  you  have  only  got  so  many  eyes  out  there,  and  your 
profession  will  get  to  see  those  people  sooner  or  later. 
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Dr.  Stokes.  There  is  no  question  most  patients  who  have  cata- 
racts will  eventually  need  them  operated  on.  Some  won't  because 
of  medical  conditions  will  mean  the  surgery  is  not  necessary,  or  is 
not  indicated.  But  most  of  them  will. 

Even  with  modern  technology,  however,  early  surgery  is  not  the 
thing  to  do,  because  patients  can  still  function  very  well  not  having 
the  surgery,  and  we  feel  that  the  thing  that  concerns  us  and  makes 
us  very  uncomfortable,  is  that  we  have  sort  of  bared  our  soul  as  a 
specialty.  We  have  gone  public,  and  perhaps  you  have  read  the 
Reader's  Digest  article  and  there  have  been  some  other  things  in 
the  Washington  Post  related  to  it. 

We  are  concerned  because  there  are  ophthalmologists,  people  in 
our  specialty,  who  we  feel  are  doing  surgery  that  shouldn't  be  done 
yet,  and  there  is  documentation.  There  have  been  reprimands  to 
the  State  board  of  medicine  level,  where  surgeons  didn't  see  the  pa- 
tients until  they  were  in  the  operating  room  and  never  saw  them 
again  after  the  operating  room,  patients  who  couldn't  describe 
their  ophthalmologist  because  they  never  saw  him,  and  this  is  a 
part  of  the  system  that  has  evolved  out  of  taking  the  global  fee 
apart  and  we  think  putting  it  back  together  guarantees  better 
quality. 

It  automatically  has  to,  because  the  person  with  the  most  experi- 
ence and  skills  is  doing  the  postoperative  care,  and  it  also  perhaps 
has  a  significant  chance  to  reduce  the  overall  Medicare  expendi- 
tures by  reducing  the  number  of  operations. 

Chairman  Stark.  Thank  you  very  much. 

Our  final  witness  is  James  SchoUes,  doctor  of  optometry  and 
president  of  the  American  Optometric  Association.  Dr.  SchoUes. 

STATEMENT  OF  JAMES  R.  SCHOLLES,  DOCTOR  OF  OPTOMETRY, 
PRESIDENT  OF  THE  AMERICAN  OPTOMETRIC  ASSOCIATION 

Mr.  ScHOLLES.  My  name  is  James  SchoUes,  and  I  am  a  practicing 
optometrist  from  Cincinnati,  OH,  and  I  am  currently  president  of 
the  American  Optometric  Association.  I  appreciate  very  much  the 
opportunity  to  testify  before  this  subcommittee. 

As  you  know,  Mr.  Chairman,  questions  have  been  raised  in  some 
quarters  about  the  role  optometrists  play  in  the  care  of  patients 
during  the  period  following  cataract  surgery.  Historically,  some  op- 
tometrists, working  closely  with  the  surgeon,  have  performed  serv- 
ices for  patients  during  the  postoperative  period.  There  is  nothing 
new  about  that.  Doctors  of  optometry  have  been  reimbursed  under 
Medicare  for  rendering  postoperative  care  since  July  1981,  follow- 
ing enactment  of  the  Medicare  aphakic  amendment  in  1980.  This 
change  in  the  law  was  based  on  a  recognition  that  many  patients 
return  to  optometrists  for  care  during  the  postoperative  period  and 
an  HEW  study  which  concluded  that  such  care  by  optometrists  was 
''reasonable,  nonexperiments,  safe,  and  generally  acceptable  to  the 
vision/eye  care  community  and  the  public." 

As  this  subcommittee  knows  well,  the  number  of  eye  surgeries 
has  increased  dramatically  within  recent  years.  As  the  number  of 
operations  have  increased,  so  has  the  number  of  cases  where  eye 
surgeons  have  involved  optometrists  in  postoperative  care.  Let  me 
expand  some  on  that. 
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First,  I  want  to  emphasize  that  there  is  a  very  legitimate  and 
natural  referral  relationship  between  doctors  of  optometry  and 
ophthalmologists,  in  rendering  care  for  cataract  patients.  Doctors 
of  optometry  are  clinically  trained  and  legally  licensed  in  all  50 
States  to  diagnose  cataracts  as  well  as  other  ocular  diseases  and 
systemic  diseases  with  ocular  manifestations.  In  fact,  because  of 
their  role  as  primary  care  providers,  it  has  been  estimated  by 
HCFA  that  doctors  of  optometry  diagnose  nearly  70  percent  of  de- 
veloping cataracts  in  this  country. 

Once  the  diagnosis  is  made,  the  doctor  of  optometry  must  deter- 
mine the  rate  of  development  of  the  cataract,  the  degree  to  which 
it  is  affecting  the  patient's  vision  as  well  as  visual  health,  explain 
the  options  to  the  patient  and  plan  for  the  referring  the  patient  to 
an  ophthalmic  surgeon  when  surgery  appears  to  be  indicated. 

The  decision  on  where  to  refer  a  patient  should  be  based  on  pro- 
viding the  best  potential  outcome  for  the  patient;  that  is,  restora- 
tion of  vision  to  the  optimum  level  possible  with  the  least  potential 
for  complications.  Thus,  knowledge  of  the  comparative  skills  and 
track  records  of  surgeons  can  and  does  play  an  important  role. 

Second,  optometrists  are  not  involved  in  postsurgical  care  unless 
the  surgeon  and  the  patient  want  that  arrangement.  The  surgeon 
in  these  cases  remains  very  substantially  involved  in  the  care  of 
the  patient.  There  is  a  continuous  relationship  between  the  two 
professional.  Instruction  for  postoperative  care,  including  protocols 
for  handling  complications,  are  communicated  between  the  optom- 
etrist and  the  surgeon,  and  there  is  regular  communication  be- 
tween the  two  professionals  on  the  status  of  the  patient. 

I  should  point  out  that  it  is  common  practice  in  many  surgical 
cases  for  other  physicians  involved  in  the  patient's  total  care  to 
play  a  significant  role  in  postsurgical  treatment  working  together 
with  the  surgeon.  This  may  be  the  case  even  in  such  major  proce- 
dures as  heart  transplants  or  coronary  bypass  surgery.  There  is 
substantial  precedent  for  these  arrangements  and  they  can  contrib- 
ute effectively  to  the  care  of  patients  in  the  postsurgical  period. 

The  subcommittee  has  heard  from  both  the  Office  of  Technology 
Assessment  and  the  Office  of  Inspector  General,  who  have  looked 
at  the  issue  of  postoperative  care  for  cataract  patients.  The  OTA 
staff  paper  found  that  no  conclusions  based  on  scientific  studies 
can  be  drawn  on  the  issue,  and  there  is  no  evidence  of  known  risk 
to  patients  when  optometrists  provide  postoperative  care.  The 
paper  raises  hypothetical  potential  concerns  but  concedes  that  the 
extent  to  which  these  concerns  are  being  addressed  in  real  life  situ- 
ations was  not  evaluated. 

We  believe  the  conclusion  of  the  inspector  general,  that  their 
field  study  found  no  evidence  of  poor  quality  care,  is  an  indication 
that  the  potential  concerns  raised  by  OTA  are  being  addressed  in 
current  comanagement  situations.  We  would  also  note  that  the  IG 
study  does  not  indicate  a  widespread  pattern  of  abuse  in  referral 
relationships  between  optometrists  and  ophthalmic  surgeons. 

The  inspector  general  will  be  making  some  recommendations  to 
the  Health  Care  Financing  Administration  to  assure  proper  pay- 
ment procedures  and  to  maintain  the  quality  of  care,  and  the  AOA 
will  be  pleased  to  work  with  HCFA  to  address  these  recommenda- 
tions. 
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Optometrists  and  ophthalmic  surgeons  have  worked  together  for 
years  to  provide  cost  effective,  accessible,  high  quality  patient  care. 
The  care  rendered  by  optometrists  in  these  situations  is  v-ithin 
their  State  scope  of  practice  and  based  on  their  training  to  diag- 
nose the  complications  which  can  occur  in  a  small  number  of  cata- 
ract cases.  This  comanagement  concept  of  patient  care  has  pro- 
duced excellent  results  for  hundreds  of  thousands  of  patients.  Nei- 
ther the  Health  Care  Financing  Administration  nor  the  inspector 
general  has  found  any  e\i.dence  of  poor  quality  in  this  area. 

Finally,  Mr.  Chairman.  I  have  come  to  the  conclusion  that  the 
questions  which  have  been  raised  about  our  involvement  in  post- 
surgical care  comes  not  from  patients  and  not  from  the  many  eye 
surgeons  who  involve  us  in  postsurgical  care  of  these  patients. 
Rather  the  issue  seems  to  have  been  brought  up  by  those  elements 
in  organized  eye  surgery  which  want  to  attain  the  most  monopolis- 
tic position  possible  for  all  eye  care  services. 

Once  again,  we  thank  you  and  the  subcommittee  for  allowing  us 
this  opportunity  to  present  this  information.  I  will  be  glad  to  re- 
spond to  any  questions  which  members  of  the  subcommittee  may 
have. 

Chairman  Staek.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you.  Mr.  Chairman. 

Doctor.  I  am  glad  to  see  you  here.  I  wonder  if  you  could  describe 
a  t\i)ical  situation  in  which  this  joint  activity  of  the  ophthalmol- 
ogist and  the  optometrist  develops  follo\^-ing  surgery?  I  appreciate 
that  there  is  no  siagle  case  that  would  represent  everything,  but  I 
would  like  to  follow  this  all  the  way  through,  startiag  with  this 
question: 

In  general,  would  the  joint  involvement  in  examining  the  patient 
after  surger>-  be  in  cases  where  the  optometrist  originally  made  the 
referral  to  the  ophthalmologist,  therefore,  had  a  relationship  vvith 
the  patient  to  start  with?  How  do  these  things  develop  and  what 
are  the  major  circumstances? 

Mr.  ScHOLLES.  I  think  most  of  the  optometrists,  when  they  see  a 
patient  for  cataract  surgery,  choose^ — one  they  talk  that  over  v-ith 
the  patient  and  tell  the  patient  your  cataract  has  now  reached  a 
stage  where  we  think  surgical  inter\-ention  is  going  to  be  neces- 
sarv',  they  will  talk  to  the  patient  about  a  surgeon  and  sav  my  ex- 
t  perience  "is  that  such  and  such  surgeon  does  an  excellent  job  and  I 
would  recommend  him  to  you  unless  you  have  some  other  surgeon 
that  you  would  like  to  consult,  or  maybe  you  would  like  to  consult 
more" than  one  surgeon  about  your  cataract. 

The  patient  v.ill  then  go  to  that  surgeon  and  the  decision  will  be 
made  whether  or  not  to  perform  the  cataract  surgery  at  that  timie. 
Usuallv  under  those  circumstances,  the  optometrist  \-^-ill  receive  a 
letter  back  from  the  ophthalmic  surgeon  describing  the  nature  of 
the  cataract  and  the  reasonableness  of  surgery  at  this  particular 
time. 

Should  he  decide  to  go  forward  with  the  surgery,  he  would  then 
schedule  the  patient  and  probably  the  next  contact  with  the  optom- 
etrist would  be  around  the  time"  that  the  surgery  is  scheduled.  If 
the  optometrist  is  going  to  be  involved  in  the  surgical  after  care, 
then  the  ophthalmologist  will  usually  see  the  patient  the  day  after 
surgerv  and  evaluate  the  condition  of  the  eye  at  that  time.  He 
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would  then  communicate  with  the  optometrist  as  to  what  kind  of  a 
cased  it  is. 

Certainly  if  it  looks  like  a  complicated  case,  that  is  going  to  in- 
volve some  unusual  circumstances,  he  probably  would  want  to  stay 
involved  more  in  that  case  than  he  would  in  a  more  simple  case, 
and  one  in  which  there  was  not  as  much  traumatized  tissue  in- 
volved. At  that  time  he  would  call  the  optometrist  and  they  would 
develop  a  protocol  of  care,  delegating  what  kind  of  care  the  optom- 
etrist is  going  to  render  and  where  the  ophthalmologist  wants  to  be 
involved,  the  regimen  and  the  criteria  for  referring  the  patient 
back. 

At  that  time,  the  optometrist  would  assume  his  obligation.  The 
patient  would  return  to  the  optometrist  and  he  would  render  the 
care  and  stay  in  close  touch,  reporting  back  to  the  ophthalmologist 
after  each  visit  what  his  findings  were,  whether  or  not  the  case 
was  proceeding  along  normal  lines,  and  there  would  be  a  whole 
series  of  tests  he  would  perform,  the  results  of  which  he  would 
report  to  the  ophthalmologist,  especially  anything  unusual  in  those 
results. 

Mr.  Gradison.  Can  you  visualize  any  situations  in  which  the  sur- 
geon would  not  be  involved  at  all  in  surgical  after  care?  That  is 
where  the  entire  course  of  after  care  would  be  turned  over  to  the 
optometrist? 

Mr.  ScHOLLES.  I  would  think  that  would  be  rather  unusual. 

Mr.  Gradison.  That  is  not  the  normal  practice? 

Mr.  ScHOLLES.  Not  at  all.  Not  at  all.  I  think  most  surgeons  want 
to  see  their  surgical  result  for  honing  up  their  own  skills  and  feel- 
ing good  about  the  result  and  plus,  I  think,  their  obligation  to 
assure  that  everything  is  developing  normally. 

Mr.  Gradison.  Thank  you. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Stark.  Dr.  Scholles,  we  heard  some  intimation  that 
some  of  these  practices  could  be  in  the  nature  of  fee  splitting  or 
referral  fees.  Do  optometrists  in  any  situation  ever  work  for  oph- 
thalmologists for  a  salary? 

Mr.  Scholles.  Sure,  in  their  offices,  yes. 

Chairman  Stark.  So  if  in  fact  we  rebundle,  as  it  were,  and  the 
issue  were  solely  fee  splitting,  there  would  be  nothing  to  prevent 
an  optometrist  from  referring  a  patient  to  an  ophthalmologist  and 
then  participating  in  the  bundle  fee,  isn't  that  correct? 

Mr.  Scholles.  As  an  employee  of  the  ophthalmologist? 

Chairman  Stark.  Yes  and  pro-optometrist  postoperative  care  if  it 
was  legal  in  the  state. 

Mr.  Scholles.  I  suppose. 

Chairman  Stark.  I  understand  there  may  be  fee  splitting.  That 
doesn't  surprise  me.  But  there  is  nothing  that  is  unique  about 
whether  you  bill  separately  or  not.  If  you  want  to  design  a  system 
to  participate  in  fee  splitting,  you  can  do  that  whether  or  not  you 
are  a  direct  employee  or  whether  you  are  an  independent  contrac- 
tor, could  you  not? 

Mr.  Scholles.  I  supoose  there  could  be  arrangements  like  that.  I 
think  what  that  infers  is  that  the  incentive  for  the  referral  is  some 
kind  of  a  fee  splitting  or  a  kickback. 

Chairman  Stark.  That  has  been  brought  up. 
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Mr.  ScHOLLES.  We  do  not  only  deny  it,  we  resent  it.  We  do  not 
believe  in  kickbacks.  We  don't  think  financial  incentives  should  be 
the  basis  for  referrals,  or  any  arrangement  of  a  fee  splitting  basis. 

Chairman  Stark.  I  didn't  say  that.  If  there  were  an  unscrupu- 
lous operator  in  any  profession  it  isn't  the  building  or  unbundling 
that  is  going  to  determine  if  that  is  possible. 

Mr.  ScHOLLES.  The  unbundling  in  effect  will  accomplish  the 
denial  to  the  patient  of  the  right,  the  patient's  right  to  go  back  to 
his  optometrist.  From  a  practical  standpoint  he  is  going  to  forego 
it.  He  probably  would  not  continue  to  participate.  The  reason  op- 
tometrists participate  is  that  the  optometrist  and  the  the  ophthal- 
mologist find  it  an  effective  way  to  manage  patients.  Most  of  the 
patients  come  from  the  neighborhoods  of  the  optometrist. 

Chairman  Stark.  Do  most  patients  who  recover  from  cataract 
surgery  eventually  have  to  have  contact  lenses  or  glasses? 

Mr.  ScHOLLES.  Yes,  almost  all  patients  need  a  form  of  correction 
afterwards  because  when  you  remove  the  lens  of  the  eye  you  take 
this  away.  They  need  correction. 

Chairman  Stark.  Do  you  need  different  sorts  of  glasses  or  do 
they  often  use  contact  lenses  or  is  there  a  special  way  in  which  you 
treat  somebody  anyway? 

Mr.  ScHOLLES.  Certainly,  the  examination  for  somebody  like  that 
is  certainly  more  careful  with  regard  to  certain  aspects  than 
others. 

Today  with  the  modern  surgical  procedures  and  the  excellent  re- 
sults we  get  a  lot  of  time  the  patient  needs  a  simple  over  correction 
after  the  cataracts  are  removed. 

Chairman  Stark.  So,  in  a  sense  you  are  going  to  see  them  post- 
operatively anyway? 

Mr.  ScHOLLES.  That  is  correct. 

Chairman  Stark.  It  is  not  a  question  of  you  getting  the  patient 
back.  They  normally  come  back.  Well,  you  heard  my  comment  ear- 
lier about  how  this  is  a  tough  call  for  us  to  make.  I  hope  that  we 
can  work  it  out.  We  appreciate  your  patience  and  helpfulness  in 
this  regard. 

Thank  you  very  much  for  your  testimony. 

[Whereupon,  at  4:35  p.m.,  the  hearing  was  adjourned.] 
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